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PREFACE 
T H E BASIC purpose of this book is to serve as a plan-
ning document—to help individual CPAs, CPA firms, state so-
cieties and the Institute itself to clarify their goals and take 
steps necessary to reach them. 
Prophecy is an uncertain art at best. Obviously this book can 
be neither authoritative nor definitive. It can only make reason-
able guesses about what the future holds, and point out what it 
seems desirable for the accounting profession to do in order to 
adapt successfully to changing times. 
The guesses and suggestions, however, have not been pulled 
out of the air. They are based on extended consultations by the 
Institute's Committee on Long-Range Objectives with dozens of 
people who have specialized knowledge in the areas with which 
the book deals. In addition, a number of relevant books and 
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articles have been consulted and the members of the committee, 
who are all widely read and well informed, have contributed 
both information and opinion. 
If this mass of information and opinion collected from various 
sources were to be useful, clearly it had to be organized and 
presented in a systematic manner. This means that one person 
had to write the book. I was elected. While relying heavily on 
the ideas of others, I must take responsibility for everything that 
appears within these covers. The members of the Long-Range 
Objectives Committee collaborated in the preparation of the 
manuscript, but this does not relieve me of responsibility for 
selection, emphasis, and the inevitable intrusion of my own 
biases in the manner in which the materials are presented. 
The reader is cautioned, therefore, not to swallow whole 
everything he finds here. Much of it is highly controversial. 
Points of view other than those of the consultants or the author 
may well have equal validity. If the book serves as a focus for 
debate, leading to ultimate solution of the problems it describes, 
its purpose will have been accomplished even if most of its 
suggestions are rejected. 
Every CPA obviously has an important stake in the end 
results. It is highly desirable, therefore, that readers' reactions 
to the propositions in this book be made known to the Institute 
as soon as possible. 
This assumes that there will be readers. In an effort to attract 
some no pains have been spared to make the book as readable 
as possible. The committee told me to write the book in my 
own way. The best way, I think, is to be simple and informal. 
The temptation to indulge in the style of scholarly discourse 
has been resisted. Footnotes and references which tend to dis-
tract a reader's attention from the main thread of an idea 
have been kept to a minimum. Published sources are listed in 
an appendix, with deep appreciation of information and ideas 
they have contributed, but at the same time with full absolution 
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from blame for any distortion I may have wreaked upon them. 
The ideas in this book have been derived principally from dis-
cussion with the following people: 
MEMBERS OF THE AMERICAN INSTITUTE OF 
CERTIFIED PUBLIC ACCOUNTANTS' COMMITTEE ON 
LONG-RANGE OBJECTIVES ( 1 9 6 2 - 1 9 6 4 ) 
ROBERT M . TRUEBLOOD, CHAIRMAN 
Chairman of the Policy Group, Touche, Ross, Bailey & Smart, Chicago; 
Past President, Pennsylvania Institute of CPAs; Past Vice President, 
AICPA; Former Ford Professor at Graduate School of Industrial Ad-
ministration, Carnegie Institute of Technology. 
NORTON M . BEDFORD 
Professor of Accountancy, University of Illinois; Former member, Com-
mittee on Accounting Procedure, AICPA; Former Vice President, Amer-
ican Accounting Association. 
MALCOLM M . DEVORE 
Partner, Haskins & Sells, New York; Past President, California Society of 
CPAs; Former member, Committee on Auditing Procedure, AICPA 
CLIFFORD V. H E I M B U C H E R 
Partner, Farquhar & Heimbucher, San Francisco; Past President, Cali-
fornia Society of CPAs; Member of Executive Committee AICPA; Past 
President, AICPA (1963-64) 
DAVID F . L I N O W E S 
Partner, S. D. Leidesdorf & Company, New York; Past President, District 
of Columbia Institute of CPAs; Past Vice President, AICPA; Treasurer, 
AICPA 
CONSULTANTS 
ANDREW BARR 
Chief Accountant, Securities and Exchange Commission, Washington, D.C. 
ALEX BAVELAS 
Professor of Psychology and Business, Graduate School of Business, Stan-
ford University, California 
BERTRAND J . BELDA 
Partner, Ernst & Ernst, Cleveland; Member, Committee on Management 
Services, AICPA 
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COURTNEY BROWN 
Dean of Graduate School of Business, Columbia University, New York 
MORTIMER M. CAPLIN 
Former Commissioner of Internal Revenue 
WILLIAM L. CARY 
Former Chairman, Securities and Exchange Commission 
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GLENELG P. CATERER 
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Research Professor of Applied Mathematics and Economics, Technological 
Institute, Northwestern University, Evanston, Illinois 
WILLIAM W. COOPER 
Professor of Economics and Industrial Administration, Carnegie Institute 
of Technology, Pittsburgh 
ALFRED J . COYLE 
Managing Partner, Hayden, Stone & Company, New York 
WILLIAM CROSS 
Vice President, Morgan Guaranty Trust Company, New York 
SIDNEY DAVIDSON 
Professor of Accounting, Graduate School of Business, University of Chi-
cago; Member, Commission to study the Common Body of Knowledge 
for CPAs; Former member, Committee on Relations with Universities, 
AICPA 
PAUL E. FERTIG 
Professor and Chairman, Department of Accounting, The Ohio State 
University, Columbus 
WILLIAM WARD FOSHAY 
Partner, Sullivan & Cromwell, New York 
JOHN W . GARDNER 
President, Carnegie Corporation, New York 
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INTRODUCTION 
WHERE do the CPAs of the United States want to 
be in the next ten or twenty years, and what will it take to get 
there? Perhaps it would be more realistic to ask where they 
want to be eventually, and how they can set their feet on the 
right path in the next ten or twenty years. In any event, to 
identify the goal and to find the road that leads to it are the 
first steps toward success. 
Recognition and influence are won by leading, not by follow-
ing. Leaders assume responsibilities which relieve other people. 
This presupposes an understanding of where other people 
ought to go and what their problems are. It requires a knowl-
edge of the changing environment and an ability to adjust to it. 
This is a tall order in times when change is as rapid as it is 
today. It's hard enough to keep informed of all the changes 
and their implications—it's even harder to adapt to them. 
The difficulties are increased by a built-in human dislike of 
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change. Habit is strong. Familiar surroundings seem secure. 
People are tempted to look the other way, to make believe the 
change isn't there, to persuade themselves that they can go on 
in the accustomed, comfortable routine. But the price of inertia 
may be obsolescence. 
Changes which will affect the practice of accounting in the 
next decade include shifts in the structure and the value system 
of American society, in the nature of the American economy, in 
the attitudes and practices of business management, in the re-
lationship of government and business, and in international 
trade and investment. 
What some people call the second industrial revolution— 
the revolution of the computer—will have profound effects on 
accounting practice. 
How will changes of this kind affect accounting education? 
What new professional standards will have to be developed? 
How can present CPAs broaden their competence to cope 
with the new responsibilities? What are the implications in 
terms of firm organization, specialization, the mission of the 
professional societies? 
Change should not be dreaded, but welcomed. It will open 
up opportunities as yet not even imagined. CPAs are the only 
identified profession in the field of accounting in its broadest 
sense—the measurement and communication of financial and 
other quantitative data related to business and economic ac-
tivity generally. As physicians are the dominant profession in 
the field of the healing arts, and lawyers are the dominant 
profession in the field of civil and contractual rights, CPAs can 
lay claim to being the dominant profession in the field of busi-
ness and finance, in the broadest sense of these terms. 
A profession skilled in the classification, analysis, and inter-
pretation of business data could be helpful in determining the 
financial impact of tariff negotiations on American business. It 
could help to measure productivity for purposes of collective 
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bargaining. It might help to develop standards for the appraisal 
of management performance. It should be able to help in the 
perfection of statistics revealing trends of the economy as a 
whole. It might assist in analyzing the impact of antitrust laws. 
And so on, and so on. 
In this country few practicing CPAs have been asked to work 
on problems of this nature. To some extent professional ac-
countants in other countries have done so. But CPAs who have 
taken executive positions in government or in business corpora-
tions have demonstrated the capacity to cope with a wide 
variety of problems outside the scope of auditing, financial 
reporting, and taxation. 
It seems clear that the skills acquired in traditional public 
accounting practice can be transferred to other areas requiring 
analysis and interpretation of numbers and the measurement 
and communication of data of all sorts. If this is so, then the 
professional practice of accounting can be expanded far beyond 
the present dimensions. 
Whether it will be expanded or not will depend largely on 
the CPAs' attitude toward themselves: how self-confident they 
are, how imaginative and adventurous they decide to be, how 
willing they are to learn new things and tackle new problems. 
People need lots of help in many areas where CPAs could be 
helpful. To attempt to identify those areas, and to suggest 
what has to be done to provide the help that is needed, are the 
essential purposes of this book. 
If the attempt is successful the profession may find here a 
road map which will put it well on the way to where it wants to 
go. In ten or twenty years CPAs may enjoy universal recognition 
and respect, and exercise a constructive, creative influence on 
the society of which they are a part. 
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S E C T I O N I 
T H E ENVIRONMENT 
The unexamined life is not worth living, Socrates said. 
The unexamined society is hardly worth living in, he 
might have added. 
R O B E R T T . H A R R I S , 
Social Ethics, 
J. B. Lippincott Co., 1962 
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CHAPTER 1 
The Changing Social Scene 
T H E R E seems to be only one certainty in this world, 
and it is this: nothing is certain in this world—including the 
fate of the world itself. 
If the world is to survive, the human race must be strong in 
resisting its own weaknesses—which means that it must be con-
stantly aware of the need to bolster the restraining influences of 
a civilized society. 
While mankind may be old, civilization is relatively young. 
It began only about 7,000 years ago with the organization of 
groups: the family, the clan, the tribe. Its progress accelerated 
when people banded together in villages, cities, states and na-
tions. As they learned (and often forgot) how to live with their 
environment, with each other and with themselves, they de-
veloped a host of institutions of infinite variety: governments, 
religious sects, schools, business organizations and special as-
semblies of people who pursued a common occupation—not the 
least of the latter being the professions. 
These institutions have been modified from time to time; 
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they have been destroyed; they have been allowed to wither 
away. They are still changing or vanishing—and will continue 
to do so—in response to the motivations and value judgments 
of people. 
It is important, therefore, to identify these human forces in 
society. This is a fairly easy task in a primitive society where 
the struggle for mere existence is so dominant. It is equally 
easy in a totalitarian society where the masses are largely con-
trolled by a small ruling clique and must conform to the "party 
line." 
It is an almost impossible task, however, in the United States. 
The population of the U.S. is diverse; its traditions place a 
heavy emphasis on individual freedom of choice. There is no 
ruling class to set the patterns of "correct" thought and be-
havior. Individuals and groups seek widely different goals; they 
have different concepts of "the good life"; they are inspired by 
different personal interests—and these goals, concepts and in-
terests are often in conflict with each other. 
Although this makes it difficult to generalize about the Amer-
ican society, it is still necessary to try to perceive what trends 
of thought and action are now in motion. Knowledge of the 
present, augmented by a familiarity with the past, is essential 
to any effective planning for the future. 
In undertaking this review, it is well to remember that the 
pace of social change accelerates as civilization advances. 
Change could once be measured in centuries; now it can be 
measured in decades. 
"The world is living through a period of swift and far-reach-
ing upheavals. Standards and institutions which have remained 
unchanged for centuries are breaking down. Millions who have 
hitherto passively endured their place in life are clamoring for 
a new and more worthy existence." 1 
But to the individual, preoccupied with his day-to-day chores, 
things may seem to change very little. He may even deliberately 
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ignore a change because it disturbs his peace of mind. Only 
when a problem becomes a crisis do most people recognize the 
necessity for a major change in their accustomed way of doing 
things. 
"Rational foresight rarely brings about change, although there 
are always persons, a small minority, urging certain rational 
changes before crisis supervenes. Such persons are almost in-
variably ignored by the apathetic majority and are usually 
stigmatized in various ways as nuisances in the continuous rou-
tine propaganda of the status quo."2 
In this chapter, then, an effort will be made to discern some 
of the social forces at work—forces which seem likely to affect 
the future of the accounting profession. 
Population Explosion 
The fear of nuclear war is precipitating major social changes 
today. Perhaps the most important cause of that fear is the 
economic distress of millions of people in various parts of the 
world. Hungry, ignorant peoples will fight more readily, because 
they have little to lose, than nations whose citizens are well fed 
and well educated. 
Given time, modern science and technology are capable of 
producing enough goods to relieve the economic pressures in 
the distressed areas. But progress is constantly threatened 
by the ever-increasing population. Not only is the birth rate 
highest in countries where the standard of living is the lowest, 
but improved medical care is prolonging the life span. 
It has been estimated that the world population exceeded 
3 billion in 1961, and is now increasing by more than 50 million 
each year. At this rate, the population would double about 
every thirty-five years. The Ford Foundation recently estimated 
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a world population of nearly 7 billion by the end of the twen-
tieth century. By that time, according to United Nations pro-
jections, North America will contain 312 million people, Latin 
America—592 million, Europe—568 million, Africa—517 mil-
lion, Oceania—29 million, the Soviet Union—379 million and 
Asia—3,870 million! Both the military and economic implica-
tions of these figures are evident. 
Will the resources of the world support this population? 
There are those who fear not, and argue that the only way 
to save civilization is to control the population increase. Others 
believe that scientific advances—the application of nuclear and 
solar energy, desalinization of sea water, and extraction of food 
and minerals from the sea—will permit the earth to support 
perhaps as many as 50 billion persons, though perhaps not at a 
level higher than bare subsistence. 
Even the most optimistic predictions are not comforting. They 
assume that science can win the race between exploding popu-
lation and diminishing natural resources in time to prevent 
catastrophic wars. 
A rational solution of the problem would be population con-
trol and rapid extension of modern technology to underde-
veloped countries. All nations in their own self-interest should 
be willing to cooperate fully in such a program. But how this 
could be accomplished, in the present political and ideological 
environment, baffles the imagination. So the threat of war, and 
vast expenditures for armaments, continue year after year with 
no clear solution in sight. 
The rapidly growing population of the United States itself 
will create problems, even disregarding the dangers from 
abroad. In 1960 it was 180 million; in 1980 it is predicted at 
245 million; in 2000, 280 million. But there are limits to this 
country's natural resources. Severe shortages of copper, lead, 
zinc, and timber are predicted. Some experts believe that only 
dynamic technology, unhampered world trade, careful plan-
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ning, and enlightened policies on the part of government and 
business can keep the economy at a satisfactory level in the 
face of expected population growth.3 
In addition to the significant financial and economic implica-
tions, excessive population may create serious problems of 
unemployment, education, recreation, and social and psycho-
logical adjustment. 
Not all predictions are pessimistic, however. "Existing tech-
nology is equal to the task of accelerating the increase of pro-
duction ahead of the growth of population everywhere in the 
world. With the consequent improvement in individual circum-
stances, there is good reason to expect that populations will 
stabilize well within the capacity of resources and technology 
to provide material well-being for all. The birth rate has fol-
lowed the death rate downward in every country that has ex-
perienced development."4 
Loosening Controls 
There are many other sources of swift social change besides 
population growth. The rapid shift to a more highly industrial-
ized and predominantly urban society, for example, has weak-
ened some of the stabilizing forces which used to keep things in 
balance. 
The family has always been one of these forces. In pre-
dominantly agricultural societies, families lived together, or 
near each other, and put down roots. The members of a family 
forced acceptable behavior upon one another and instilled a 
sense of security in each other. Today, American children often 
leave home at an early age to attend school or college—fre-
quently never to live at home again. The demands of military 
service, as well as job opportunities in distant cities, often take 
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young people to places far from their parents. The parents 
themselves move about more frequently, from one suburban lo-
cation to another or even from one city to another. New ac-
quaintances are made easily, but these relationships are just as 
easily broken. All this dilutes the sense of permanence, of identi-
fication with a community, of security and of civic responsi-
bility. The high divorce rate also loosens family ties and weakens 
the individual's sense of obligation to the group. 
Religion is another important stabilizing force. The need to 
believe in a power greater than their own is deeply rooted in 
human beings. It allows them to believe that life has signifi-
cance, that death may not mean the extinction of personality, 
that virtue and suffering on earth may be rewarded, and that 
wickedness may be punished after life. By such a combination 
of hope and fear, masses of people who might otherwise have 
yielded to antisocial impulses have been kept in reasonably 
good order. 
Today, however, there seems to be a weakening of religious 
faith. Church attendance may have increased in the United 
States, but many communicants privately express doubt about 
the dogmas which they are taught. 
The astounding advances of science, which have done so much 
to raise the standard of living, have probably contributed to 
skepticism of the symbols and rituals which to many people 
appear to be the substance of religion. 
"Ministers are aware that changes in religion are inevitable. 
Their difficulty is to get sure-footing in the new intellectual 
order, to work out a philosophy of life that will also be 
good news. . . . Meanwhile they are preaching Christian ethics, 
giving wise and homely counsel, holding together a fellowship, 
distributing charitable relief. . . . There is thus a certain vague-
ness and lack of conviction . . . and the habit of Bible reading is 
failing."5 
Relaxation of the disciplines of family and religion has cast 
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many individuals adrift on their own resources. Adjustment 
problems have been difficult. Mental illness, alcoholism, drug 
addiction, juvenile delinquency and crime raise the question 
whether the society of the United States, as in other supposedly 
advanced countries, is becoming demoralized and disorganized. 
The United States Society 
There is no denying that the United States has many social 
problems. The American people have been described as status 
seekers, organization men, affluent victims of hidden persuaders, 
and other-directed members of the lonely crowd. Countless 
writers have viewed with alarm what they believe to be deterio-
ration of the individual in American society. He is overwhelmed, 
they say, by vast organizations — government, corporations, 
labor unions. He is losing his sense of personal importance, 
dignity and effectiveness. Lacking self-confidence, he is pathet-
ically eager to conform with the thoughts and habits of any 
group of which he is a part. His political views are imposed on 
him by press and radio. His cultural tastes are dictated by ad-
vertisers in magazines and television. His vigor is sapped by 
giving him toys to play with—automobiles, television, boats and 
golf clubs. His moral fiber disintegrates as he wallows in petty 
luxury — a bath of alcohol and after-shaving lotion. Conspicu-
ous consumption is his symbol of success. Forgotten are the 
American dream and the noble ideals of an earlier day. 
It all sounds deplorable. But to those who live in the United 
States, and have had an opportunity to compare it with other 
societies, it looks pretty good. The situation is far from hope-
less. It may seem a lot worse than it really is simply because of 
the extraordinary capacity of Americans for self-criticism. 
The schools, the universities and the business organizations 
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provide the value systems, discipline and incentives which in a 
less mobile society were derived from family and church. 
To an extent hitherto unknown in the world, poverty in its 
extreme forms has been abolished in the United States. Edu-
cation has been brought within the reach of more people than 
ever before, anywhere. Adult education is making astonishing 
strides. More books are being read than ever before. Interest 
in the arts is at an all-time high. One after another of the 
dread diseases is being conquered, and the possibility that ill-
ness, like poverty, may some day be abolished no longer seems 
fantastic. 
Physical separation has not destroyed family affections. Com-
munication is easily maintained by those who live apart. While 
science has cast a shadow of doubt on the literal truth of some 
dogmas underlying the ancient religions, the wisdom contained 
in them finds support in sociology, psychology and philosophy. 
Millions of people still accept the teachings of these religions as 
a sound guide to a good life. Public opinion still maintains a 
high level of social and moral behavior throughout much of the 
population. Americans are generally honest and generous; they 
believe in fair play and good sportsmanship, and they strive to 
be useful to others. They contribute astonishing amounts of 
time and money to charity and other philanthropic organiza-
tions. 
To be sure, the society as a whole is infected by much cyni-
cism, corruption and vice. Human nature may not change, but 
men often respond to the expectations of their associates. The 
more intricately a society is organized, the more essential it is to 
depend on the ethical behavior of its individual components. 
The social penalties for unethical behavior become increasingly 
severe. There will always be individual failures to conform with 
accepted standards of behavior, and these failures will receive 
more publicity as the general standards rise. But the vast ma-
jority of the citizens of advanced societies have far more in-
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centive to live up to community expectations than to deviate 
from them. There is reason to believe that destructive tenden-
cies exist mainly among the less educated portion of the popu-
lation; and if this is true, further improvements can be expected 
in time. 
In the broad sense, the United States is a classless society. So-
cial distinctions of infinite number and variety do exist, and 
many Americans are climbing the ladder from less prestigious 
to more prestigious groups. But there is no ruling class, or 
dominant group, which dictates the standards for all. Com-
parisons with foreign societies are often invalid because the 
tastes and behavior of an educated elite in another country are 
matched against those of the entire citizenry in the United 
States. 
In every phase of American life there is vigorous leadership 
—in politics, in business, in scholarship, in cultural pursuits. 
This leadership, however, is not inherited; it is won by achieve-
ment. The constant turnover in the leadership ranks makes it 
difficult to identify the leadership group as a whole at any 
particular time. Nonetheless, it is there, and it is establishing 
ever higher goals and ever higher standards of excellence. 
The majority has always been willing to let the leaders 
struggle with the difficult problems and make the hard deci-
sions. Most people in any country will settle for a comfortable 
private life. This may mean that as civilization becomes more 
complex, the gap between the leaders and the general public 
will widen, unless education and communication are even more 
widely expanded. 
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Value Standards 
What are the motivations and value standards of this United 
States society? 
The early settlers of this country—a number of them stern-
faced Puritans—valued work for its own sake—as a discipline 
and as a way of life. This attitude has had a profound influence 
on American culture. In other parts of the world, however, work 
has been regarded as a necessary evil to be avoided to the full 
extent possible. Now, in the United States, leisure and recrea-
tion are assuming greater importance. The standard of suc-
cess, which not long ago was a financial fortune, seems to be 
shifting to a useful contribution to society. The astronauts do 
not become millionaires, but they receive more public acclaim 
than those who do. Nobel prize winners, pioneers in medical 
research, teachers, writers and artists receive increased respect. 
What is loosely known as "the good life" is more important to 
many people than making money. Security and recreation, to-
gether with an opportunity to make a creative contribution to 
society, seem to appeal to many young people more than the 
chance to build large fortunes. 
Education 
The general level of education in the United States is steadily 
rising, both in quantity and quality. University professors pre-
dict that ten years hence there will be as many college gradu-
ates in the population as there now are high-school graduates 
with one year of college. Some believe that improved teaching 
methods and teaching devices, together with shortened vaca-
tion periods and de-emphasis of extracurricular activities, may 
reduce the length of time necessary to obtain bachelor's degrees. 
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The number of master's degrees and Ph.D. degrees awarded 
annually has increased 50 per cent in less than ten years. 
Eighty per cent of the graduates of some liberal-arts colleges 
are now going on to get advanced degrees. Adult-education 
programs are also being extended widely. 
Technical education will be made available to those citizens 
who do not have the academic ability or the motivation to seek 
higher education. The increase of automation and electronic 
data processing will require large numbers of highly trained 
technical specialists. Technical schools may be publicly spon-
sored to provide this sort of training. Broader and deeper edu-
cation will result in a more discriminating and sophisticated 
public, higher standards of behavior and more stringent re-
quirements for leadership. 
Minority Groups 
Religious and racial minorities will be largely integrated in 
the social structure of the United States within the next ten or 
twenty years. This is demanded by the Constitution, and by 
the philosophy which Americans have professed ever since the 
nation was founded. 
But there is an even more practical reason for the prediction. 
In our two-party political system, minority groups can often 
exercise a balance of power. Elections can be won and the Gov-
ernment dominated by the party which espouses the most liberal 
policy toward minority groups. 
For more than a hundred years the dominant social group in 
the United States has been composed of white Anglo-Saxon 
Protestants—most of whose ancestors came from England, Scot-
land, Germany and The Netherlands. 
Early in the history of the country large numbers of Negroes 
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were imported as slaves. But they were regarded as property, 
not as citizens. Because their educational and economic oppor-
tunities were limited, even after their emancipation, they were 
inevitably regarded as inferiors by the white population. 
During the period of great industrial expansion in the middle 
and late nineteenth century, large numbers of unskilled laborers 
were brought to the United States from Ireland, Italy and 
middle Europe. 
Meanwhile, large numbers of Jews had escaped from perse-
cution and discrimination in Russia, Poland and Germany to 
make new homes in the land of the free. 
To the native population in the United States the ways of 
these immigrants were strange. Their economic status was in-
ferior. They were not generally accepted as social equals, and 
their economic opportunities were restricted. 
In 1921 a law was passed limiting immigration by a quota 
system which, with modifications from time to time, is still in 
existence. After a generation or two in this country, with in-
creasing educational and economic opportunities, most of the 
immigrant groups have been assimilated. There are still a few 
pockets of isolated ethnic groups, but by and large it is difficult 
to distinguish between the American grandson of a Scot, an 
Irishman, a Jew, an Italian, or a Hungarian. 
Not so the Negro. His color separates him from the rest. It 
automatically identifies him as a member of an underprivileged 
group. Since his educational and economic opportunities have 
been severely limited, he has not on the whole been able to 
measure up to the intellectual and social standards of the 
white population. But enough Negroes have been able to obtain 
an education and an economic foothold to provide leadership 
to the others. Negroes are learning to use their political and 
economic influence to win equality of opportunity. They have 
already obtained a large measure of success in breaking down 
the barriers of segregation and discrimination. 
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Completion of the process may involve painful and disorderly 
incidents. But the end result seems inevitable—if only because 
white citizens can find no logical reason for opposing the 
Negroes' advance without repudiating their own principles and 
traditions. In the long run, the results will be good for every-
body. As all the other minority groups have done, the Negroes 
will contribute their quota to the intellectual, managerial, pro-
fessional and artistic leadership of the country. As their eco-
nomic condition improves, they constitute an increasingly at-
tractive market for the goods and services of American industry. 
Metropolitan Areas 
Meanwhile, the migration of Negroes from the south to the 
large northern cities, together with the attraction to the cities 
of other low-income groups from rural areas and other coun-
tries, has aggravated the problems of the large metropolis. 
In the past our large cities contained a reasonable mixture 
of people of various income levels, but recently the pressure of 
the low-income group has encouraged the middle- and upper-
income groups to move to the suburbs—accelerating a trend that 
automobiles and superhighways would probably have en-
couraged in any case. 
Consequently, in the "inner" big city the income level of the 
population has declined. The tax base has gone down while the 
demand for services to combat slums, poverty, delinquency and 
crime has increased. Efforts to raise more taxes from the busi-
ness enterprises in the big city have driven many of them away 
to less costly locations. 
Some strenuous efforts have been made—not entirely without 
success—to rebuild residential and business districts of the in-
ner city. Many high-income families have returned to the cities 
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to live in apartments as the difficulties of commuting increase. 
But the problems of our cities are far from complete solution. 
Because of the social and economic consequences of a deterio-
ration of the large cities, the Federal Government is indicating 
an interest in the situation. Transportation, pollution of air and 
water, and water supply are among the difficulties that must be 
overcome. 
The political overtones are also important. The low-income 
minority groups largely dominate municipal politics. Their at-
titudes influence national Government policy. Municipal gov-
ernments more and more seek the help of the Federal Govern-
ment in solving their financial problems. The urban-renewal 
programs sponsored by the Housing and Home Finance Agency 
are good examples. 
Political tension and conflict between suburban and rural 
voters on the one hand, and most of the residents of the big 
cities on the other, are likely to accentuate the antagonisms 
between underprivileged minority groups and the so-called mid-
dle and upper classes. 
Problems arise also from the rapid creation of new suburban 
communities, villages, towns and school districts. The cities 
spread out into the suburbs and the suburbs spread out to meet 
those of another big city. A phenomenon known as "mega-
lopolis" occurs—the appearance of a huge urban complex, such 
as the one which stretches from New England down the east 
coast to the middle Atlantic states. The geographical boundaries 
of the old political units—municipalities, counties, townships, 
school districts and so forth—have no necessary relation to the 
actual distribution of the population or its needs for services 
normally expected of local governments. 
Inefficiency and waste may be the result. In time, popular 
pressure will force a reorganization of local governments to 
secure greater efficiency and economy in providing the services 
which the people need. 
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Ethics and Morals 
It is difficult to prove whether the standards of morality in 
the United States are rising or falling. There are, of course, 
many lapses. Prominence is given to corruption of college ath-
letes, deception in television quiz programs, the infiltration of 
criminals in labor unions, conflicts of interest in business and 
government, and many other unwholesome activities. But the 
mere fact that these retrogressions are widely publicized and 
vigorously condemned may suggest a rising standard of ethics 
rather than the reverse. It is possible that fifty years ago be-
havior of this sort might have been taken for granted. The news-
paper files of earlier days contain stories of corruption in gov-
ernment, business and finance which seem intolerable today. 
Certainly, standards of personal behavior seem to be rising 
as education is extended and improved. Such words as clean-
liness, courtesy, generosity, hospitality, cooperation, seem char-
acteristic of most United States citizens of today. Whether per-
sonal honesty is better or worse may be debatable. Embezzle-
ment has been described as a national scandal—it causes an 
estimated loss of a billion dollars a year. On the one hand, this 
reflects a dilution of the sense of personal responsibility, and a 
lack of personal relationship between employee and the im-
personal corporate employer. On the other hand, finance com-
panies sustain relatively insignificant losses on personal loans. 
The average citizen apparently makes every effort to pay 
his bills. 
If the sense of individual responsibility is really becoming 
diffused, the country is in for trouble. No matter how good its 
leadership, a society cannot survive if the masses of the citizens 
do not accept the obligation to contribute to the common wel-
fare. 
"In liberal democratic society, the individual leads a difficult 
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life. He is directly responsible for the consequences of his own 
actions and he shares responsibility for social policy and its 
execution... . 
"Under libertarian and capitalist regimes, the scientific, in-
dustrial, and social contexts of human life have become more 
and more complex. All individuals find that the situation in 
which they live and the field of their decision-making grows 
always more difficult to understand.... Through a plurality of 
free choices of men, social existence has become more and more 
intricately organized. The individual person finds the exertion 
of control more difficult and often more frustrating today than 
yesterday.... 
"The key to a solution of the problem of the relation between 
liberty and intelligent society lies in the concept of responsi-
bility. . . . Responsibility . . . means accountability by each for 
the consequences of his act ion. . . . The origin of the word 
'responsibility' suggests that it means accountability, for it de-
rives from a Latin form of 'respond to,' or 'answer to.' " 6 
There is urgent need for aggressive leadership in the United 
States to strengthen the sense of personal responsibility of all 
citizens. One of the best ways to exercise such leadership is by 
the power of personal example. People are inclined to imitate 
the behavior of those whom they admire. The professions 
should take a prominent part in this leadership by example. 
They are generally looked up to, and listened to with respect. 
The codes of ethics of the professions offer an object lesson in 
self-discipline, and in the restraint of selfish impulses for the 
general good. 
"Professional people follow a further set of imperatives gen-
erally spoken of as 'professional standards'. . . . In the case of 
auditors the interest of distant investors and lenders is at stake. 
The general standards of the profession supplement the repu-
tation for integrity and competence of the individual audit 
firm.... Obviously the capitalistic system greatly depends on 
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the maintenance of professional standards of accounting and 
auditing."7 
Responsibility is not a negative concept. It means more than 
simply avoidance of antisocial behavior. It suggests an active 
contribution to the welfare of society. If every individual at 
every level of society did his job to the very best of his ability, 
with pride and satisfaction in his work, the society would have 
little to fear. And there is reason to believe that most people 
will respond to a challenge of this sort. "The best kept secret in 
America today is that people would rather work hard for some-
thing they believe in than enjoy a pampered idleness."8 
If every business manager, doctor, lawyer, engineer, architect 
and certified public accountant, by example and by encourage-
ment of those with whom he comes in contact, would stress the 
personal value and satisfaction of accepting individual respon-
sibility, it could have a tremendous impact on the society as a 
whole. 
Business Ethics 
Aside from general standards of personal morality, there is 
no question that people expect—indeed, they demand—high 
standards of behavior from those who are permitted to hold 
positions of leadership. During the last thirty years the public 
has regarded business leaders with suspicion, and sometimes 
with hostility. Books and articles containing such uncompli-
mentary phrases as "white-collar crime" and "robber barons" 
have focused attention on unacceptable practices in the busi-
ness community, many of which have long since been elimi-
nated. 
Business management generally has reacted to this sort of 
criticism by recognizing its social responsibility and accepting 
higher standards of personal conduct. Public opinion of busi-
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ness managers is better today than it was during the dark days 
of the great depression. Nevertheless, criticism continues. 
". . . The intellectual community has waxed harsher in its 
judgments of the business community precisely while the busi-
ness community was strikingly bettering the conditions of the 
masses, improving its own working ethics, and growing in civic 
consciousness. Judged by its social fruits, by its mores, by its 
spirit, capitalism of today is immeasurably more praiseworthy 
than in previous days when it was far less bitterly denounced."9 
It is clearly in the best interests of the free-enterprise system 
that business corporations demonstrate by overt action that they 
accept the concept of accountability to the public. To do this 
successfully standards must be articulated, and compliance 
with those standards must be demonstrated. 
The recent publicity about conflicts of interest provides an 
example of rising standards. The president of a large corpora-
tion was found to have a substantial financial investment in a 
supplier who sold the corporation significant amounts of ma-
terial. There was no evidence that the president had taken ad-
vantage of his dual position in any improper way; or that the 
corporation had paid any higher prices for what it bought from 
the supplier than it would have otherwise; or that the corpora-
tion of which he was president had suffered any financial loss; or 
that he had personally profited by any undisclosed deals be-
tween the two. Nevertheless, the mere fact that there was a 
potential abuse inherent in the situation resulted in public con-
demnation. Fifty years ago this situation might have attracted 
little notice. 
Recognizing the danger to the free-enterprise system in any 
loss of public confidence in the integrity of business managers, 
many companies immediately conducted surveys to find out 
whether possible conflicts of interest existed among their own 
personnel. The Securities and Exchange Commission and the 
Federal Trade Commission, among other arms of the Govern-
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ment, undertook inquiries on the conflict-of-interest question. A 
Business Ethics Advisory Council, established at the request of 
the President of the United States, also interested itself in the 
matter. 
As a result, many corporations have developed written poli-
cies on conflicts of interest, and have adopted procedures to 
guard against violations. 
Articles and speeches on business ethics have been prolifer-
ating in recent years. Many examples of specific activities which 
are regarded as unethical have been cited. 
But the fundamental ethical question is whether the manage-
ment of a corporation is discharging its responsibility ade-
quately. This question can be answered only after clarification 
of what that responsibility is. 
In this increasingly complex environment managers do 
not yet know what correct business ethics, as contrasted with 
personal ethics, are presumed to be. For example, should a large 
company reduce prices to consumers even if this means that 
smaller competitors will be eliminated? Should a plant be 
moved to a more economical location even if this means eco-
nomic catastrophe to the community in which it is now situated? 
The need for generally accepted standards of business ethics is 
becoming recognized, and some progress is being made in their 
development. 
Corporate Responsibilities 
A series of discussions of the proper objectives of business 
corporations have been going on in private meetings and quiet 
seminars for many years. Businessmen are likely to say that their 
principal responsibility is to make a profit—recognizing, of 
course, that this objective must be pursued within the limita-
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tions of law and ethical and moral standards. There are others 
who contend that corporations have a larger responsibility— 
to be concerned, among other things, with the welfare of their 
employees, the consumers of their products and the community 
as a whole. Acceptance of such a multiplicity of objectives, 
however, could open up many difficult questions. Who would 
determine, and by what right, how much of the corporation's 
resources were to be utilized for purposes other than maximizing 
profits? Would the labor unions, consumer groups, community 
leaders, or perhaps the Government, demand a voice in the 
decisions? 
A more manageable assumption is that the corporation's so-
cial objective is the maximation of wealth. Government and 
public opinion may fix the legal and ethical rules within which 
the corporation must pursue this objective. And to the extent 
that it contributes to the production of wealth, the company 
may properly concern itself with the health and the morale of 
its employees; the retraining of employees displaced by auto-
mation; the quality and price of its products; the educational 
system that will produce potential executives; and good rela-
tions with unions and with the community, so as to preserve an 
environment as free as possible from distracting conflict. To a 
large extent, in other words, good social behavior will be found 
to be good business. 
But this may be an oversimplification of the problem. The 
modern corporation is one of the most important institutions 
through which society gets its work done. Millions of people 
are associated with corporations, not only as investors, but as 
workers, customers and suppliers. "Failure of management to 
perceive a subtle shift of what is expected of the corporation 
may appear as arbitrary or even antisocial behavior."10 
Some thoughtful students of the problem believe that the 
need to provide job satisfactions and work opportunities is be-
coming of equal importance to providing material abundance. 
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Whatever the main goals of the corporation are determined 
to be, management's achievements can be evaluated only by the 
development of specific standards of performance and publica-
tion of reports measuring performance against the standards. 
For example, questions such as the following might be covered: 
which of the investment decisions proved to be productive and 
which unproductive? How does management's compensation 
compare with wages paid to labor and dividends to stock-
holders? What is it doing to facilitate the adjustment of workers 
to technological change? What price reductions or improve-
ments in quality of product have been made? How is the com-
pany building for the future in terms of maintenance, research 
and development, advertising, training of future executives? 
What has the company done about diversification, innovation, 
automation? Is it taking advantage of advanced management 
techniques in its decision-making processes? 
There are many questions which need to be answered in 
judging whether a corporation is or is not doing a good job 
in the public interest. It seems highly desirable that corporate 
management itself determine as well as it can what the public 
expects of it, and then voluntarily develop formal statements of 
its objectives and voluntarily account for its performance. 
The Implications for CPAs 
The large problems reviewed in this small chapter merit the 
active attention of all thoughtful citizens—including certified 
public accountants. 
But the CPA's special responsibilities in certain of these situ-
ations deserve emphasis. 
It was suggested, for example, that young people appear to 
be less concerned with the pursuit of wealth and more interested 
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m the "good life"—with time for self-improvement and re-
newal, with security, with opportunities to make creative con-
tributions to society. If this be so, accounting firms are likely to 
encounter increasing resistance to overtime work and extensive 
travel—aspects of practice which were commonplace a few 
decades ago. Employers may find a growing disinclination on 
the part of young people to work in large cities, where the gra-
cious life is more difficult and where recreational facilities are 
less accessible than in the smaller towns and suburbs. Additional 
"fringe benefits" may be necessary—pensions, insurance, vaca-
tions and sabbaticals—in order to attract and hold first-class 
personnel. Above all, if they wish to command the loyalties of 
the best young people, it seems essential that CPAs demonstrate 
the creative contribution which they make to society, and the 
opportunity their profession offers to enlarge that contribution. 
It was also suggested that thoughtful leaders of the country 
were determined to aid the Negro in gaining his rightful place 
in American society. If this be true and if CPAs wish to be 
identified with the nation's leadership, then it would be well for 
members of the accounting profession to plan to admit addi-
tional numbers of qualified Negroes to their staffs and ulti-
mately to partnerships. As in every social and ethnic group, 
there will be superior brain power among the Negro popula-
tion. The increasing demands of professional practice will cre-
ate a shortage of superior minds in the years ahead. As soon as 
it becomes known that more jobs are available in accounting 
firms, gifted Negroes with broad educational backgrounds will 
undoubtedly be encouraged to study accounting, and to make 
their contribution to society through the profession. 
It was noted, too, that the shifts in U.S. population — the 
exodus to the suburbs, the decay of big cities, the creation of 
the giant "megalopolis" — have produced new problems which 
cannot be solved with old approaches. This situation is likely 
to present CPAs with additional opportunities — both as paid 
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professional consultants and as voluntary citizen advisers. Fi-
nancial planning and controls are urgently needed in local 
governments, in school districts and in public authorities of 
various kinds. 
More directly, the population shifts will have an impact on 
the practice of CPAs. Some accounting firms established in the 
center of big cities find that their practices have not grown as 
rapidly in recent years as in the past, while new firms operating 
in the suburbs have had a spectacular growth. As light in-
dustries and service businesses have followed the trek to the 
suburbs, many CPAs have found rewarding opportunities in the 
newer communities. Some larger firms whose main offices must 
remain in the big cities have opened branches in suburbs and 
small towns. While the headquarters of most large firms will 
probably remain in metropolitan centers, it may well be that 
the actual work of public accounting firms will be done from 
smaller branch offices scattered throughout the strategic points 
of the new megalopolis, in order to save time, energy and travel 
costs. 
Finally, it was suggested that the public was increasingly con-
cerned with the moral and ethical standards of business man-
agement — and that this concern was prompting management 
to undertake a basic re-evaluation of its social role. This situa-
tion will undoubtedly have an effect on the position of the inde-
pendent certified public accountant. The public may expect 
him to call attention to illegal or unethical acts on the part of 
officials of corporate clients which come to the CPA's attention. 
Conceivably, he may be asked to respond to questionnaires, or 
to answer questions at stockholders' meetings, related not only 
to the financial position and income of the company, but to the 
over-all performance of the management in the light of the 
public interest. 
Obviously, if he is to serve as an adviser or arbiter on ques-
tions of business ethics, it is essential that the CPA's reputation 
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for personal integrity and independence be maintained without 
challenge. While properly helping the client in every possible 
way, as in tax work and management services, the CPA should 
avoid actions, words or attitudes which suggest that he identifies 
himself primarily with management's interests. He must demon-
strate equal, or greater, concern for the public interest. 
The certified public accountants are the logical source of as-
surance to the public that acceptable standards of corporate 
performance are being observed. The only other independent 
agency which could provide such assurance is the government. 
It seems therefore in the best interests of management itself, 
as well as of stockholders and the public generally, that an 
independent accounting profession continue and enlarge its 
function of attestation to management's compliance with what-
ever standards may be developed. 
Conclusion 
CPAs are part of a dynamic, vibrant society whose standards 
of living, of education, of culture and of ethics are steadily ris-
ing. This society is in the throes of rapid change. It faces a 
multitude of problems and challenges of historic importance. 
But it is a society which is learning that by intelligent planning, 
based on reliable data, many social, economic and political 
problems can be solved. 
Groups whose immediate self-interests are antagonistic are 
learning that by working together, each can gain more than by 
reverting to the law of the jungle. Cooperation between govern-
ment, business and labor, cooperation between majority and 
minority social groups, cooperation between municipal, sub-
urban and upstate groups could minimize frictions which would 
otherwise retard the progress of all. 
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But effective planning and cooperation require intelligent 
and aggressive leadership. The increasing complexities of Amer-
ican society require leaders of high intellectual capacity, tech-
nical skill and moral standards. Certified public accountants 
should be part of the leadership group. 
There may be a widening gap between the highly educated, 
highly trained leadership and the majority of the people, but 
the people will hold their leaders strictly accountable for re-
sults. Political office-holders, business managers and profes-
sional men will be permitted to hold the privileged positions of 
leadership only so long as the results are satisfactory. 
To hold their proper place CPAs must identify themselves 
as active participants in the search for solutions to the country's 
problems. They must be recognized not only as specialists in a 
highly important technical field, but as citizens of culture and 
wide-ranging interests, willing and eager to do their part in any 
effort to help the community which requires their skill in the 
measurement and communication of financial and economic 
data. 
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CHAPTER 2 
Economic Trends 
T H E economy of the United States will continue to 
grow, and the demand for accounting services will grow with it. 
Two basic indicators of the extent of economic activity are 
population and gross national product. The following table 
gives an indication of the relationship between population and 
GNP11 on the one hand, and the numbers of CPAs on the other, 
over a fifty-year period: 
Year 
1920 
1930 
1940 
1950 
1960 
1970 (est.) 
Population Gross National Product 
106,000,000 
123,000,000 
132,000,000 
152,000,000 
180,000,000 
214,000,000 
(Current Prices) 
$ 89,000,000,000 
91,000,000,000 
100,000,000,000 
284,000,000,000 
504,000,000,000 
819,000,000,000 
No. of 
CPAs 
5,000 
13,000 
20,000 
39,000 
70,000 
120,000 
Projecting these figures to 1975, it may be predicted that 
the population of the United States will be somewhere between 
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225 and 235 million, the gross national product will be well 
over a trillion dollars, and the numbers of CPAs may be some-
where in the neighborhood of 140,000. However, the actual 
results depend on a number of factors which are highly variable. 
The increase in numbers of CPAs may be assumed to reflect 
an increase in the demand for professional accounting services. 
It is possible that in the future this demand might be satisfied in 
part by mechanical and electronic devices, and in part by ac-
counting technicians who are not CPAs. Moreover, in response 
to public demand for a higher quality of professional service, 
the requirements for the CPA certificate tend to become more 
difficult. Accordingly, it is possible that even though the ab-
solute numbers of CPAs increase substantially, the rate of in-
crease will tend to decline. Even if this should happen, how-
ever, the opportunities for service and the relative compensation 
of each individual CPA might well be at a substantially higher 
level than at present. 
The relationship between GNP and demand for professional 
accounting services seems more direct than the relation be-
tween population and demand for such services. The statistics 
also support the theory that, in an expanding economy, the de-
mand for professional and technical services of all kinds rises 
more rapidly than the GNP. It seems likely that the demand 
for professional accounting services, in particular, will be dis-
proportionately increased by complexities in the economy, such 
as income taxes, activity in capital markets, Government regu-
lations, the expanding accountability of corporate management, 
the technological revolution in data processing, and manage-
ment's need of data for planning and control. 
Will the GNP increase as rapidly in the next ten years or so 
as it has in the past? 
Economic studies show that the historic average increase in 
the GNP, in terms of constant purchasing power, is between 2.9 
per cent and 3.2 per cent a year. But this rate has varied sub-
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stantially in different periods. From 1947-1953 the rate was 
about 4.7 per cent, but from 1953 to 1963 it was only about 
2.7 per cent. Pent-up consumer demand in the United States 
following World War II was doubtless largely responsible for 
the higher growth rate in the postwar economy. However, in 
recent years the U.S. rate has been lower than that of Europe 
and Japan. 
The goal of the Federal Government is to achieve a 4 per 
cent rate of growth in the years ahead, in order to bring the 
rate up to the historic average. It seems to be generally agreed 
that an increase in this country's rate of economic growth is 
an urgent necessity if the nation is to meet commitments for 
defense and international aid, for the maintenance of reason-
ably full employment, and for the needs of the increasing popu-
lation in areas of education, health and transportation. 
The 1964 Economic Report of the President to Congress 
contained optimistic predictions which seemed justified by the 
experience of the first half of the year. A rise in the GNP of 
5 per cent or more was suggested as possible. 
In the first six months of 1964 production, sales, orders, em-
ployment, earnings, and capital investment all showed encour-
aging increases. Forty consecutive months of economic expan-
sion gave promise of a new postwar record for duration of an 
upward economic cycle. Economists gave the 1964 tax cut much 
of the credit for this showing. 
Two clouds on the horizon were the slow decrease in the per-
centage of unemployment and the trend toward rising prices, 
which might signify a threat of inflation. 
The long-range outlook seems bright. While temporary in-
terruptions may occur in the upward trend, a recent report of 
the Twentieth Century Fund says that the United States is on 
the verge of achieving sensational new levels of economic ac-
tivity. "Barring war or national disaster, responsible Americans 
believe that perhaps for the first time in history the United 
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States will have the energy and the resources to erase its short-
comings and to build the kind of nation that was dreamed of by 
the men who created it."12 
Production and Consumption 
Until recent years the rate of economic growth has depended 
principally on the ability of a nation to produce enough goods 
and services to satisfy the demands of its people. This is still 
true of countries with undeveloped economies. Productive ca-
pacity is the limiting factor to their growth. Even in the United 
States following World War II, after the reconversion of most 
productive facilities to peaceful purposes, the capacity to pro-
duce for civilian consumption was for a while a limiting factor. 
Today, however, countries with developed economies find that 
for the first time they have the ability to produce abundantly. 
At this point, effective demand becomes a limiting factor, and 
this is true in the United States today. 
Effective demand is the desire for goods and services plus 
the purchasing power necessary to buy them. There is no limit 
to human desires, but there is a limit to the financial ability of 
most people to satisfy their desires. The problem which is new 
in our times is to induce the effective demand that will absorb 
the productive capacities. 
"The problems of production have long since been solved in 
the American economy.... Success in production has con-
founded the process of distribution."13 
A complicating factor is that the wants of people can be for 
other than material things or immediate services. The desire for 
security in old age, for example, will lead people to forego 
expenditures for immediate satisfactions. The price of goods 
and services also enters into the equation. People may defer ex-
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penditures in favor of savings if they cannot procure what they 
want at what they consider a reasonable price. 
Business concerns will not keep on producing unless effective 
demand absorbs what is produced. Widespread unemployment, 
or wage and salary scales which are inadequate in terms of cur-
rent price levels, tend to reduce demand. On the other hand, 
higher wages and salaries tend to increase costs and prices, 
which also may restrict demand. Delicate balancing of these 
factors is essential to optimum growth. 
As the capacity to produce goods reaches the point where it 
can satisfy all predictable demand, the desire for services in-
creases—professional services of all kinds, education, recreation, 
domestic services, artistic services. This suggests that the pro-
fessions and the service trades may expand more rapidly than 
manufacturing in the decades ahead. It also strongly indicates 
a relatively greater expansion in what has come to be known 
as the "public sector" of the economy than in the private 
sector. 
Significantly the greatest increase in jobs in the past decade 
has been in teaching—an activity financed principally by local 
governments. Scientific research and engineering are largely 
financed by Government. Purchases by Government accounted 
directly for 11 per cent of the growth in GNP in the period of 
1 9 6 1 - 6 3 . 
Government-supported activities at all levels may become an 
increasingly important area of service for CPAs in the years 
ahead. Financial controls and reports of stewardship are just 
as essential in the public sector as in the private. 
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"Compensatory Spending" 
Many economists believe that when normal aggregate de-
mand is insufficient to absorb production, the Government 
should provide the additional effective demand necessary to 
absorb production, even though this means deficit spending. 
For example, if the people increased their annual savings by 
$7 billion, Government should correspondingly spend $7 billion 
more than its current income. On the other hand, if savings 
should decline in a given year, as might happen in years of 
widespread home-construction activity, Government should 
curtail its expenditures by a like amount. 
This conception is repugnant to most business and profes-
sional men, including certified public accountants. They believe 
that deficit spending has an inflationary effect, and that bal-
anced budgets strengthen business confidence and stability of 
the currency. They also point out that while Government finds 
it easy to spend more than it takes in, experience has not indi-
cated that it can curtail expenditures quickly when the people 
are spending adequately. 
The controversy over balanced budgets is directly related to 
tax reduction. A remarkable consensus has developed on the 
proposition that high and steeply progressive income taxes act 
as a brake on economic growth, choking off effective demand 
and dulling the incentive for capital investment. The Revenue 
Act of 1964, reducing tax rates, was a reaction to that widely 
held opinion. But there was, and is, strong resistance to sub-
stantial tax cuts if they would increase the budgetary deficit. 
Yet reputable economists have advocated an across-the-board 
cut in rates of 10 per cent—a reduction which, they believe, 
would so stimulate the economy that the Government would 
soon recover the revenues initially sacrificed by the cut. The 
results of the 1964 reduction will shed light on this problem. 
Budgetary deficits, of course, add to the national debt, which 
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has increased at an alarming rate, rising from $53.6 billion in 
1940 to $312 billion in 1964. However, the increase in GNP 
in the same period resulted in the debt's being only a slightly 
heavier burden on the economy. Interest on the Federal debt 
in 1940 constituted 1.08 per cent of the GNP: in 1962, 1.64 
per cent. 
While large, the Federal debt is not regarded as immediately 
dangerous. What does give cause for concern, however, is the 
continued Federal deficits even in periods of high business ac-
tivity and general prosperity, when sound fiscal policy would 
dictate budgetary surpluses and reduction of the debt. 
The accounting profession should be able to contribute to a 
resolution of these difficult problems involving budgetary and 
tax policies, by making careful studies of the underlying data 
and by voicing its recommendations publicly with all possible 
force. Its independence and objectivity would assure a respect-
ful hearing and would lend great weight to its proposals. 
Capital Investment 
Capital investment is a major factor in the rate of economic 
growth. Some economists believe that the higher the ratio of 
investments in plant and equipment to gross national product, 
the greater is the rate of economic growth. 
This is not inconsistent with the assumption that the principal 
problem in the fully developed economy is the stimulation of 
effective consumer demand. Productive capacity cannot remain 
static while effective demand is growing. Capacity must expand 
to meet growing demand, and at the same time to provide 
goods and services at a price that will stimulate optimum de-
mand. Obsolete plants and equipment must be replaced by 
modern and efficient facilities which will result in production 
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at the lowest cost per unit. Capital expenditures also create 
jobs, which in turn increase demand. Capital expenditures are 
also necessary to take advantage of new inventions and scien-
tific developments which arise out of research—the basis of 
innovation and new products. 
Again, a delicate balance between capital investment and 
effective demand is essential to obtain the maximum rate of 
economic growth. Business will not invest without a prospect 
of profits, and profits depend on sales. 
The volume of capital investment has fluctuated widely in 
recent years. From 1950 to 1965 it ranged from less than $21 
billion to an estimated $43 billion. But in the intervening years 
it has gone up and down—changing by as much as $7 billion 
from one year to another. In the past few years it has risen 
steadily—from a low of $34 billion in 1962 to a projected high 
of $43 billion in 1964. The pattern shows clearly that capital 
investment reflects the judgment of businessmen as to the 
course of the economy in the near future. At the same time their 
decisions significantly affect the course of the economy. 
Where does the money for capital investment come from? 
The Department of Commerce has estimated that about 
three-fifths of all capital funds used by corporate business now 
come from internal sources—retained earnings and depreci-
ation provisions. One-fifth comes from banks and short-term 
debt, which is largely an increase in bank credit equivalent to 
an increase in the supply of currency. About one-fifth of the 
investment funds comes from the capital market, of which the 
great bulk is supplied by insurance companies, mutual funds 
and pension trusts. It is roughly estimated that perhaps only 
5 per cent of all funds used for capital investment comes from 
individual investors. 
This has some interesting implications both for corporate 
management and for certified public accountants. It is esti-
mated that there are now 18 million stockholders—presum-
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ably including institutional investors. There has been a great 
deal of talk about making annual reports and financial state-
ments simpler so that stockholders may understand them. The 
banks and institutional investors, however, who constitute by 
far the largest proportion of the "capital market," have at their 
disposal skilled financial analysts. It may well be that corpora-
tions which wish to tap these markets would be better advised to 
publish reports giving more rather than less data, so that 
sophisticated analysts may form better judgments as to the 
comparative merits of possible investment opportunities. 
A. A. Berle, Jr.,14 has drawn two inferences from these facts 
about the sources of capital which are indirectly of importance 
to certified public accountants. 
First, he points out that the funds available to corporate 
management for investment—approximately three-fifths of the 
total—give management enormous power over the course of 
the economy. Yet management is generally subject to little con-
trol by shareholders in making its decisions. Management's ac-
countability to the public, therefore, may be expected to in-
crease. If the public is not convinced that management is doing 
a good job, there may be a demand for government intervention 
in management decisions which affect the public welfare. This 
may suggest an "accounting" for capital investments of in-
ternally generated funds as well as all other funds available to 
management, so that the public may judge whether wise invest-
ment decisions have been made by management or not. CPAs 
should be able to help management in estimating the probable 
return offered by alternative investment possibilities, as well as 
in determining the results of the decisions finally made. 
A second point made by Mr. Berle is the fact that one im-
portant "capital asset" which does not appear on financial 
statements is knowledge and skill—knowledge, for example, 
gleaned from research, and the skill of a managerial organiza-
tion which has acquired a high degree of what is generally 
36 
called "know-how." There is no doubt that these factors may 
contribute as much to profitable operations as do the physical 
facilities. Perhaps CPAs could assist in the development of 
objective standards by which the economic values of research, 
executive development and sound management organization 
could be measured, for the benefit of management itself and 
all others concerned. 
Confidence in the Currency 
For several years the United States has suffered recurrent 
balance-of-payments deficits, despite the fact that exports have 
exceeded imports. Foreign aid, maintenance of military estab-
lishments abroad, foreign investment and travel abroad by 
Americans, among other things, have sent more dollars out of 
the country than equivalent foreign currencies have come in. 
This exposes the dollar to attack by foreign speculators. Loss of 
confidence in the value of the dollar, which is the principal 
world medium of exchange, could lead to panic at home and 
abroad, with disastrous consequences for all. 
The United States Government has tried to stem the outflow 
of dollars by various expedients: reducing the amount of duty-
free purchases which American tourists could bring home; re-
quiring the families of servicemen abroad to return to the 
United States; insisting that a large part of foreign-aid funds 
be spent in the United States; raising short-term interest rates; 
borrowing from the International Monetary Fund; and, most 
recently, imposing a tax on foreign securities sold in the United 
States. Recent Government announcements indicate that the 
outflow of dollars may have been stemmed at least temporarily. 
Some conservative economists believe that more drastic steps 
may be needed: reduction of foreign aid, reduction of military 
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expenditures abroad, and a rise in long-term interest rates. On 
the other hand, a Brookings Institution study group reported in 
mid-1963 that the situation was not as critical as supposed, that 
the balance-of-payments would right itself in a few years, and 
that drastic corrective measures, which might have adverse ef-
fects on economic expansion, were not necessary. 
Since foreign holders of United States dollars can demand 
payment in gold, some people equate confidence in the dollar 
with the nation's supply of gold. The relation between the sup-
ply of gold on hand and the presumed requirements is such 
that there is some concern that the Government might devalue 
the dollar. 
But many responsible economists believe that devaluation 
is inconceivable, and that in any event the gold reserves are of 
relative unimportance. They point out that no other major 
world currency has gold backing, and that confidence in the 
dollar will depend less on gold reserves than on other factors, 
such as sound management of internal fiscal affairs and the in-
ternational balance-of-payments. There are, however, sharp 
differences of opinion about what constitutes sound fiscal policy. 
For planning purposes it must be assumed that the Govern-
ment is fully aware of the situation, and that it has the knowl-
edge and the power to prevent any serious erosion of the dollar. 
At the same time, the Government will hesitate to adopt 
monetary policies that might slow down economic growth or 
international trade. 
Inflation? 
Historically there has been a persistent, though uneven, de-
cline in the purchasing power of the dollar. During war and 
postwar periods, prices have risen most sharply. In recent years 
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prices have been relatively stable, and many economists expect 
them to continue so—though price increases in service trades, 
including construction, have caused some concern. 
Uneasiness lest the economic advance develop into a boom, 
resulting in a wage-price spiral, has been voiced in some 
quarters. However, the unfavorable impact of inflation on eco-
nomic growth and national morale is widely understood, and 
much has been learned about the means of checking inflationary 
forces. 
On balance there seems no reason to fear inflation of danger-
ous proportions in the immediate future. But unsound fiscal and 
credit policies, coupled with lack of discipline on the part of 
management and labor, could alter this prediction for the long 
pull. 
Large and Small Business 
Assuming a satisfactory rate of economic growth, what is 
likely to be the trend in organization of American business? For 
example, are the large corporations likely to drive small busi-
ness out of existence? The answer seems to be "No." In spite of 
mergers, consolidations, and acquisitions which have greatly in-
creased the size of the giant corporations, the number of small 
businesses per dollar of gross national product has maintained a 
fairly constant trend. 
World War II disrupted the normal share of the market en-
joyed by small businesses, since many individual owners went 
to war. In the postwar economy, however, the trend line re-
turned to its normal place and has not changed much recently. 
Some economists predict that the relative size and distribution 
of business units in the next ten years or so will probably be 
much the same as it is today, though perhaps small businesses 
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tend in themselves to grow larger in relation to their size 
twenty years ago, as the giant corporations have become larger. 
There is, however, some difference of opinion on this point. 
The total number of proprietors, including farmers and pro-
fessional practices, declined from 69.3 per thousand of popu-
lation in 1948 to 50.6 in 1962. The biggest part of the decline 
was among farmers, but ordinary business proprietors also de-
clined in relation to total population by about 9 per cent. 
While the total number of business firms rose from 3.9 mil-
lion in 1948 to about 4.8 million in 1963, it declined about 1 
per cent in relation to total population. 
The term "small business," however, includes enterprises of 
widely varying sizes. A very substantial proportion — some 
studies suggest nearly half — of the total are individual pro-
prietors with few if any employees — small retailers, lunch-
rooms, service stations, cleaning and pressing establishments, 
and so on. It seems probable that the large number of business 
failures, some 400,000 a year, are among this group, and this 
may account for the relative decline in total number of business 
units. 
But small business also includes large numbers of concerns 
with one-hundred employees and sales of, say, $250,000 a year. 
Medium-sized business has been described as having up to 2,500 
employees and sales in the millions. 
In any event, whatever the ultimate shape of the U.S. 
economy may become — and by the year 2000 it may have 
changed in ways which cannot now be imagined — it may be 
assumed that small business is here to stay for the next ten or 
twenty years. Even if there are only two million business units 
which can be considered potential clients of CPA firms, this 
seems an inviting market potential for the projected CPA popu-
lation of 140,000 in 1975. 
It should be noted that small business needs relatively more 
assistance from independent CPAs than do the large corpora-
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tions. Small business cannot afford full-time professional talent 
on its permanent staff. It has less margin of error than its big 
brothers. It has less capital, less diversification. It must be 
flexible and adaptable. It needs information for planning, con-
trol and decision-making perhaps even more acutely than larger 
concerns. 
To the extent that small business applies the principles and 
methods of so-called scientific management as they are de-
veloped by big business, the better are the odds that small busi-
ness will survive. Obviously a small business can adapt such 
principles and methods only to a limited extent, and at a rudi-
mentary level, but even so they will yield good results. 
For example, the Vermont Bureau of Industrial Research in-
troduced production-line techniques into a woodworking shop 
of five employees, and has used time and motion studies and 
scientific plant layout in a furniture plant employing forty men. 
The result was an increase in workers' output of one-fifth, and 
a reduction of costs and waste of about the same amount.15 
A deputy administrator of the Small Business Administration 
recently said: "We want to activate the accounting profession 
to do a more effective job in bringing him (the small business-
man) management help. . . ." (Emphasis supplied.) 
With respect to very small businesses, a 1958 study16 made 
the significant observation that many of them do not expand 
their output to levels which would maximize their profits; they 
have "casual accounting records"; they use business funds for 
personal expenses, and they fail to include the cost of their own 
labor and capital in price determinations. 
Almost all studies of small business failures conclude that a 
major cause is inadequate financial management. Accordingly, 
basic management services for small business seems a highly at-
tractive field of service for CPAs in the years ahead. 
What about the large corporations? It has been roughly 
estimated that a few thousand giant corporations do about two-
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thirds of all the business in the country. Will this "concentra-
tion of economic power" impel the trust-busters to break up 
these vast empires into smaller units? 
It is highly unlikely. Nor will the giant corporations be 
prevented from further growth. They have demonstrated that 
they can provide goods which the people want at reasonable 
prices. While the antitrust laws have been applied somewhat 
erratically, and while the intention underlying them is not en-
tirely clear, it is inconceivable that a reversion to a large num-
ber of relatively small productive units, such as those in the 
automobile industry fifty years ago, would be tolerated by the 
American public. No doubt steps will be taken to maintain 
competition among the giants, to prevent outright monopoly, 
and to apply such regulatory powers as may be necessary to 
insure that their conduct is consistent with the public interest. 
But the giant corporation is also here to stay. Even economists 
classified as "liberal" have recognized that it is essential to the 
continued economic well-being of the United States, and must 
be permitted to survive. 
In heavy manufacturing, generally, concentration in large 
corporations is a logical development. The big company gener-
ates internally much of the capital it needs. It can afford to en-
gage in research; it can plan ahead effectively; it can develop 
an expert managerial team; it can maintain reasonably steady 
employment; it can make substantial capital investments at ap-
propriate times. 
Small business may not be able to compete effectively in 
industries which require substantial capital investment. But 
there are ample opportunities for small firms in light manu-
facturing, distribution and services. As the standard of living 
rises, the demand for services of various kinds seems to grow 
more rapidly than the demand for things. Small business pro-
viding services on a local or regional basis may in fact increase 
its share of the total market relative to the large corporations. 
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Distribution 
It has been noted earlier that the central economic problem 
in this country has been shifting from production to consump-
tion, and this in turn leads to increasing emphasis on distribu-
tion. In the near future, there may be an enormous acceleration 
of this trend, as continued improvements in transportation fa-
cilities open up not only new domestic markets, but expanding 
international markets as well. In addition, the continued in-
crease in population will enlarge existing and potential markets. 
The manufacturer who has mastered the problem of making 
a product for a given market may have a relatively simple task 
in increasing his production for a much larger market. But as 
new problems of sales and distribution become vastly more dif-
ficult and complex, involving choices among alternative meth-
ods of advertising, transportation, warehousing, retailing and 
servicing, sound decisions will require reliable information, and 
this will place a premium on professional advice based on 
systematic measurement of economic data. 
Cost accounting in this country has been focused mainly on 
the production processes. There is still much work to be done 
in refining methods of determining and projecting distribution 
costs. CPAs who are equipped to assist clients in this area will 
be in demand. 
The emphasis on distribution is one of several factors which 
may result in significant rearrangement of the geographical 
dispersion of business within the United States. Retailing, for 
example, has moved to an important extent from the metro-
politan center to the suburbs. Increasing congestion within the 
big cities and the resulting higher taxes and intra-urban trans-
portation problems have driven many businesses to less con-
gested areas. Air-conditioning increased the attractiveness of 
the southern part of the country as a place to work. There has 
been a steady shift of businesses from high tax and high labor-
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cost areas to parts of the country which are both less expensive 
and less uncomfortable to live in. These trends should be studied 
carefully by the accounting profession. The opportunities for 
new CPA firms are likely to be greater in some parts of the 
country than others over the next decade. 
Conclusion 
The rate of economic growth will largely condition the ex-
tent of demand for professional accounting services. But main-
tenance of a normal growth rate, in addition to economic 
changes which will put a premium on reliable information for 
a wide variety of purposes, could create an increase in the de-
mand for professional accounting services which can only be 
described as "fantastic." 
Predictions of many economists encourage an optimistic out-
look so far as the economic growth rate is concerned. Authori-
ties generally agree that the economy will move faster in the 
next ten or fifteen years than it has in the past ten years. Some 
boldly predict a 100 per cent increase in industrial production 
by 1975. Personal incomes and consumptions will increase by, 
say, one-third. While there will be peaks and valleys in business 
activity, the chances of a major recession are considered remote. 
The knowledge that has been acquired in the fields of eco-
nomics, finance and management, plus the technological com-
petence that has been developed, will be sufficient to overcome 
the awesome problems that lie ahead. 
Consumption, and therefore distribution, will increase in im-
portance relative to production. Nevertheless, research will 
bring new and important products into consumer markets. The 
demand for services will increase more than demand for goods. 
Smaller companies may concentrate on specialized areas which 
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have been neglected by the larger corporations, but which 
nevertheless offer attractive profit potentials. Small business has 
inherent natural advantages, including the ability to move with 
speed and flexibility, which enable it to compete effectively in 
many areas with the bigger corporations. 
Export markets will expand. International trade will have a 
strong influence on the domestic economy. 
The "public sector" of the economy—activities financed by 
Federal, state and local governments—will increase in relative 
importance. 
Some of the implications for CPAs in these predictions will 
be dealt with at greater length in succeeding chapters. There 
will be a premium on creative contributions. The skilled ac-
countant who is competent in modern techniques, but who can 
also become a generalist, perceiving the relationship of his own 
work to the total management problem and to the place of his 
client in the whole economy, can make himself an indispensable 
adviser. 
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CHAPTER 3 
Implications of Automation 
AUTOMATION has become a familiar phenomenon, 
but its ultimate effects are not yet clearly visible. The Industrial 
Revolution substituted machinery for manual labor. The new 
Computer Revolution is substituting machines for the men who 
formerly operated the machinery. More than this, it is putting 
machines in the place of people who have been performing 
routine or repetitive clerical tasks, classifying and analyzing 
factual data, and making mathematical calculations. 
The implications are awesome. There are economic, political, 
social and moral problems involved in the Computer Revolu-
tion. Its impact on the accounting profession in particular will 
be heavy, both directly and through changes in the economy 
as a whole. 
EDP systems are no longer available only to large corpora-
tions. Computers are now accessible to medium-sized and small 
businesses. 
"It will become essential that the accountant have as com-
plete a working knowledge of EDP as he now has of the funda-
mentals of tax laws Any CPA with a desire to grow and 
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stay ahead in his profession must . . . familiarize himself with 
the new developments in data processing."17 
What is the justification for this challenging statement? 
In the first place, manual bookkeeping, and preparation of 
trial balances, financial statements, and simple tax returns are 
on the way out. Computers can do this work faster and cheaper 
than people can do it. 
But far more important is the fact that computers make 
possible the classification and analysis of information which 
management needs to run a business efficiently, but which it 
would be too costly to provide by manual methods, particularly 
for small business. 
The machines can age receivables, analyze sales, report 
changes in inventory, calculate operating ratios, make com-
parisons with previous periods, and so on ad infinitum—and 
disgorge such data on request in a matter of minutes! Frequent 
and timely reports are now available at comparatively low cost 
to businesses of modest size. If accountants do not provide such 
information to business, someone else will. 
In larger companies the implications of the computer revolu-
tion are even more complex. Radical changes in information 
systems and decision-making processes are predicted. The 
changes would profoundly affect the practice of CPA firms. 
Information Systems 
What is meant by "information system"? It is simply the 
source of information which management uses for its various 
purposes—planning, control, decision-making and external re-
porting. 
In the case of a tiny business, operated by a sole proprietor, 
the information system may consist of his memory or his check-
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book; in a small business a double-entry bookkeeping system. In 
enterprises of any size or complexity, however, there are likely 
to be other records—personnel records, purchase records, in-
ventory records, production records, sales records, and so on. 
Cost accounting records are usual in a business of any size. The 
bigger the organization the more varied become the data 
needed to make decisions. 
At first it seems natural for the various types of records to 
be kept in the departments or by the people who are perform-
ing the related function. However, it soon becomes apparent 
that when top management wants to analyze such records for 
planning, control or decision-making purposes, a great deal of 
time and labor has to be invested in classifying and analyzing 
decentralized and uncoordinated data. 
Gradually, partly or wholly centralized information systems 
were developed, usually in the office of the controller. But 
these systems depended on periodic written reports of various 
departments, divisions or branches of a business. From these 
reports the controller's office would attempt to distill the data 
needed by top management for over-all planning, control and 
decision-making. 
But the fact that the people in charge of each function con-
tinued to originate and record the data related to their function 
often resulted in inconsistencies, overlapping and delays. 
For example, as a small business grew, it might become neces-
sary first to decentralize the functions of production and sales. 
The officials in charge of these functions would need informa-
tion particularly adaptable to their own purposes, not available 
from the double-entry bookkeeping system, which was geared 
to yield only periodic financial statements and tax returns. 
As growth continued, the number of record-keeping centers 
would multiply to keep pace with the need for cost accounting, 
inventory control, production planning, quality controls, and 
so on. 
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But when top management asked questions as a basis for 
policy decisions affecting the business as a whole, as one writer 
has said, "The answers could not be readily supplied. No single 
information system was equipped to do so. The systems were 
incomplete and contained arbitrary allocations of overhead costs 
that clouded the pertinent information required to provide 
answers to specific questions."18 
The solution, of course, was an integrated information system 
under a senior executive. But without mechanized data-proc-
essing equipment, the time and labor involved in the continuous 
recording, reporting, summarizing, analyzing and coordinating 
of all the data involved in the operation of a business of any 
size and complexity made it very expensive for top manage-
ment to get adequate information promptly. Yet without it 
integrated planning, tight control and timely decisions were 
virtually impossible. The result has been a rapid increase in 
numbers of clerical personnel, in relation to factory labor, and 
a consequent sharp rise in clerical costs. 
All this appears destined to be revolutionized by the advent 
of computer technology. 
It has been predicted that by 1970 nearly all electronic data-
processing systems will be total information systems.19 This pre-
diction has been sharply challenged, however. Only a few truly 
"total" systems exist today, and there may not be many more 
in the next five years. But in any event, the trend is surely 
toward the greatest possible integration of information. 
In the total EDP system, as ideally conceived, any person or 
unit of the organization which originates information, or needs 
to retrieve or utilize information, is provided with a point-of-
origin device which permits a two-directional flow of informa-
tion to and from the central system. All information from any 
person—the chairman of the board or the lowest clerk—is in-
serted and stored in the central system without manual record-
ing on paper. Likewise, any and all parts of the information as-
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sembled in the central system from the various operating units 
may be retrieved instantaneously by top management. 
"The entire information system of a corporation, regardless 
of its size, can be integrated or combined into one giant system 
from which each person or each level of management and 
supervision in each function can get all the information he could 
possibly want when he wants i t . . . . It thereby follows that al-
ternative choices or decisions can be pretested by carefully de-
veloped computer programs."20 
In the future, the data which CPAs will be auditing to sup-
port their opinions on financial statements is likely to be part of 
an integrated information system stored in a computer. 
Who will control and administer this kind of information 
system? Will he be a CPA or an accounting-trained controller? 
Or will the accountant-controller be relegated to the exclusively 
financial areas, with the entire information system under the 
control of a director with different qualifications? The status of 
the accountant within the organization is likely to have some 
influence on the status of the CPA in public practice who serves 
the organization as independent auditor and consultant. 
Whoever is in charge of the total information system may be 
the second most powerful officer in the corporation—second 
only to the top management which makes final decisions. The 
most successful manager of the future will be the one who can 
reduce uncertainties to a minimum. This is another way of 
saying that he will be the one who generates the best alterna-
tives and makes the best decisions among available alternatives. 
It follows that this manager will be the one who has the best 
available information and projections available—or, in other 
words, the best information system. The person in charge of 
the information system will be an indispensable arm of top 
management. 
Preliminary discussions in management circles have sug-
gested that the future information system may be under the 
50 
direction of a vice president reporting directly to the chief 
executive officer. Various titles for this vice president have been 
suggested—V.P. for administrative services, management serv-
ices, information system or information services. 
Many observers believe that if he will acquire the additional 
knowledge necessary the accountant is the logical individual to 
direct the information system. Whoever heads it must under-
stand accounting, but in addition he must understand organiza-
tion, systems, management's needs for information, the opera-
tion of a computer, what it can do, and how it is programmed. 
A general familiarity with the statistical and mathematical 
capabilities of computer operation is desirable, if not necessary. 
The executive who heads up the system need not be an expert in 
all these matters, since he will have technicians to assist him. To 
do a competent job, however, he should have a general under-
standing of all related elements. 
It may be a valid assumption that the practicing CPA, if he 
hopes to consult with management on the information system 
and its uses, must have similar qualifications. He will probably 
have to have many of them even to audit the financial data 
yielded by the system. 
Competition for CPAs 
Large companies will buy or lease their own computer in-
stallations. CPAs will work with them as auditors or con-
sultants. 
Small businesses, however, will have to utilize computers 
owned or leased by others. Some CPA firms have acquired, or 
plan to acquire, computers of their own to serve their clients. 
Service bureaus are also available to CPAs on behalf of their 
clients. 
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A few instances have been reported of manufacturers and 
wholesalers who have offered their retail outlets the use of 
their computers for accounting and statistical services. 
Banks in increasing numbers are offering clerical, bookkeep-
ing and accounting services through their own computer in-
stallations. In July, 1964, The Wall Street Journal reported that 
some 700 banks had acquired data-processing systems—a third 
more than the year before. Most of them so far confine the use 
of computers to their own internal needs, but some are offering 
payroll, billing and bookkeeping services to their customers. 
A few banks are aggressively advertising such services to the 
general public. The capacity of computers is so great that even 
after all a bank's internal needs for data-processing are satis-
fied, a substantial amount of "down time" will be available for 
other uses, and bankers will naturally explore the possibility of 
selling it. 
One bank has formed an automated accounting division, of-
fering to supply bookkeeping services "on a professional basis." 
It aims such service primarily at small- and medium-sized com-
panies. It advertises in newspapers that it is ready to offer—in 
addition to routine services—special analyses of sales and profit 
margins, inventory controls, cost center distributions, and simi-
lar management services. 
Extension of this trend might bring many banks into direct 
competition with CPA firms. Even the independent audit 
function might be affected if the basic data of a small business 
were stored in a bank's computer. 
Legislation has been proposed to limit the banks' activities 
in this area, but this course seems neither desirable nor likely 
to be successful. 
Perhaps CPAs could arrange to utilize the banks' computers 
in serving their own clients. If CPAs absorbed most of the 
"down time," the banks might be prepared to refrain from ad-
vertising and from rendering direct services to business concerns 
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in bookkeeping, accounting, management and related areas. 
In any event, it seems clear that CPAs must make computer 
services available to their clients in one way or another. Failure 
to get there first with the most might have serious consequences. 
It is conceivable that CPAs may have to pool their resources, 
through professional societies or informal cooperative groups, 
in order to acquire the use of computers. Having done this, if 
competition from commercial sources becomes a problem, the 
CPAs might be forced into institutional advertising to inform 
the business public that EDP services are available through 
CPA firms, and that they can offer advantages not available 
from centers lacking professional competence and responsibility. 
Unemployment 
Aside from the direct impact of EDP on the accounting pro-
fession, there will be indirect effects through the revolutionary 
changes automation will bring about in the economy as a whole. 
As machines replace men in the production processes, the un-
employment problem becomes more grave. Unskilled workers 
tend to become virtually unemployable, and face the unhappy 
prospect of permanent dependence on relief. EDP also threatens 
to displace thousands of clerical and middle-management office 
workers. 
While automation facilitates the production of both goods 
and services, the production of jobs and incomes becomes more 
difficult. The nature of work changes. Routine and repetitive 
jobs are eliminated. Higher skills are required. The result seems 
to be an inevitable contraction of the labor force. The only 
solution may be massive training programs for adults, longer 
educational periods for the young and earlier retirement for 
the aging. 
The labor unions resist the trend toward automation. Some 
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of them even try to force employers to keep workers in jobs 
which are no longer necessary—the process known as feather-
bedding. These reactions tend to offset the economies which 
automation could effect and to keep unit costs and prices of 
products higher than they might be. This puts American busi-
ness at a competitive disadvantage with foreign producers and 
tends to retard the rate of economic growth. Labor costs, as well 
as other costs, must be geared to productivity if a continually 
rising standard of living is to be attained and inflation is to be 
avoided. 
On the other hand, the prospect of a steadily increasing 
number of unemployable citizens, supported by the Government 
at the expense of the taxpayers, is not an attractive one. Busi-
ness management may have to extend the scope of its responsi-
bility to the production of jobs and incomes as well as the 
production of wealth. 
The hard core of unemployment, which has persisted through 
a period of great prosperity and economic growth, is perhaps 
the country's most serious domestic problem. 
The 1964 Economic Report of the President to Congress 
stated that an unemployment rate of 5½ per cent casts a long 
shadow over the nation's pride in its economic growth. He re-
iterated his stand that achievement of the full potential of the 
country's resources—including its human resources—is the high-
est purpose of governmental policies. The President continued: 
"Taking into account the added workers who seek employment 
as jobs become more plentiful, we would need at least 2 million 
more jobs today just to get rid of stubborn excess unemploy-
ment." 
In 1963 there were 4,846,000 unemployed, or 6.2 per cent of 
the labor force. The country was alarmed. It has been esti-
mated that in the decade of the 1960's automation and tech-
nology may eliminate 22 million jobs. Meanwhile, the maturing 
of those citizens who were part of the post-war "baby boom" is 
bringing extraordinary numbers of job applicants into the labor 
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force—more than a million a year. To hold unemployment even 
at present levels, which are generally regarded as too high, it 
may be necessary to find as many as 200,000 new jobs every 
month. Some economists feel that this is impossible and that the 
job gap will get steadily worse. 
From 1960 to 1963 total employment increased by approxi-
mately 2,500,000, but farm jobs and jobs for unskilled workers 
declined by an estimated half a million. Retraining of workers 
and increased education may provide a partial solution, but 
continued increase in the rate of economic growth seems essen-
tial to a permanent cure. 
In the spring of 1964 the growing strength of the economy 
reduced unemployment to 5.1 per cent of the labor force—down 
from 5.6 per cent six months before. This was hailed as a signi-
ficant reduction; but the .5 per cent drop required hiring of 
about 1½ million additional people. The difficulty of getting 
the rate down to 4 or 3 per cent is evident. 
There is a point at which too many unemployed persons who 
want to work may constitute a dangerous political element. 
They also represent an uncultivated market for goods and serv-
ices. And they trouble the conscience of the more fortunate 
citizenry. 
The Government probably cannot wait too long for things to 
work themselves out. Political pressures may build up to the 
point where Washington will be compelled, however reluc-
tantly, to undertake costly programs to create jobs. In the long 
run this could adversely affect the economy as a whole. Massive 
spending programs, with resulting increased budget deficits, 
might have serious adverse effects. 
Employment Act of 1946 
Of enormous significance, but curiously not often discussed 
in business circles, is the Employment Act of 1946. The scope of 
its objective, and the vast implied powers with which it invests 
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the Federal Government, are indicated by the following ex-
cerpts from the preamble: "The Congress declares that it is 
the continuing policy and responsibility of the Federal Govern-
ment . . . to coordinate and utilize all its plans, functions, and 
resources for the purpose of creating and maintaining, in a 
manner calculated to foster and promote free competitive 
enterprise and the general welfare, conditions under which 
there will be afforded useful employment opportunities, includ-
ing self-employment, for those able, willing and seeking to work, 
and to promote maximum employment, production, and pur-
chasing power." 
The Employment Act of 1946 is an unusual law. It creates no 
administrative machinery, in the form of bureau or commission, 
to carry out a specified series of steps to accomplish the ob-
jective. It merely creates a Council of Economic Advisors in the 
President's office to make a continuous review of the nation's 
economy and offer recommendations for action as may be 
needed. 
The intention seems to be that the Government should use 
tools which are already available in order to accomplish the 
broad objectives of the Act, but that if these tools prove insuf-
ficient they may either be modified or supplemented by new 
ones. 
This Act announced as national policy that the Federal 
Government had a responsibility for the level of employment, 
which indirectly may involve a responsibility for the levels of 
production and consumption, wages and prices. Twenty-five 
years earlier, the idea would not have been taken seriously 
enough even to discuss it. Now for nearly twenty years, the 
nation has been committed to the proposition that the Federal 
Government cannot be a passive spectator while significant 
numbers of its citizens are in economic distress. 
Potentially, this legislation could support intervention in the 
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economy on the part of the Federal Government on a scale 
beyond anything yet experienced. 
Psychological Considerations 
The unemployed are social pariahs. In an industrial society 
people at work are respected. Without a job, a man loses the 
respect of his friends and his family and his own self-respect. 
"No amount of economic relief can possibly offset the social 
destruction of chronic unemployment in an industrial society."21 
The fact that unemployment fluctuates between 4 and 6 mil-
lion people instills fear even among many persons who are em-
ployed. In such an environment the possibility of losing a job 
can become a nightmare. 
An economic system that perpetuates massive unemployment 
is likely, therefore, to be regarded with hostility by a fairly large 
proportion of the labor force. They may be susceptible to the 
blandishments of those who claim to offer a better system. But 
more immediately, the lack of confidence in the system and 
the sense of insecurity impel workers to resist change—any 
change—automation, innovation, retraining, relocation. 
They tend to regard management—as representative of the 
system—as enemies, and the union as their only hope. 
Radical Solutions 
The gravity of the unemployment problem is dramatized by 
the radicalism of some proposed solutions. 
For example, a group including economists, educators, 
writers, union officials and others recently recommended that 
every American should be guaranteed an adequate income as a 
matter of right, whether he works or not. 
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The supporting argument contended that the combination of 
the electronic computer with the automated, self-regulating 
machine is breaking down the traditional relationship between 
jobs, incomes, and consumption. The group stated that poten-
tially unlimited production can be achieved by machines re-
quiring little participation by human beings. However, if 
human beings lack the income to create effective consumer de-
mand, a brake is applied to the almost unlimited capacity of 
the productive system. 
Other students of the problem have suggested expansion of 
the public sector of the economy as a means of providing em-
ployment—for example, in public works, highway beautifica-
tion, recreational facilities, support of the arts, and similar 
ventures. 
In effect, all such proposals involve redistribution of incomes 
through Federal Government intervention. But rarely do advo-
cates of such solutions present any evidence of their probable 
effect on economic growth or on the financial and political 
structure of the country. 
A problem exists, beyond doubt. Its solution requires study 
in depth of many interrelated elements. Analysis of facts and 
figures, and projections of probabilities involved in one course 
of action or another, must undergird theoretical hypotheses. 
The initiative and leadership in such a study should be as-
sumed by the managers of the great corporations, the principal 
employers of the country. The CPA profession should be able 
to provide invaluable assistance in the conduct of the study 
itself. 
The long-range maximization of wealth may require policies 
that on the surface appear incompatible with maximization 
of short-run profits. Corporate management might find it wholly 
consistent with its basic social objectives—which necessarily in-
clude preservation of the free-enterprise system—to invest some 
of the returns of increased productivity in support of extended 
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education, adult education, retraining of workers, research and 
exploration, production of more services in relation to goods, 
community services, new capital formation, and other activities 
which would employ large numbers of citizens in creative 
occupations. 
The probable alternative seems to be to leave the unemploy-
ment problem to the Government, which will attempt to solve 
it with money derived from taxes, largely extracted from the 
revenues of the corporations which might have solved the 
problem themselves. This alternative would almost certainly 
erode the foundations of free, capitalistic society. 
The Unions 
The power of labor unions, economic and political, has in-
creased enormously in the past three decades. But fundamental 
changes in the nature of the economy inevitably require re-
examination of the basic concepts of collective bargaining. 
The original assumption of unionism was that of counter-
vailing force—a defense of the individual workers against the 
the power of management. Neither party to a labor dispute was 
particularly interested in a settlement based on principles, logic, 
or facts. It was a power struggle, ultimately determined by the 
judgment of the participants as to which side could best endure 
a strike. Miscalculations on either side often resulted in severe 
economic loss to all concerned, including the public as a whole. 
Under present conditions, when economic growth is essential 
to prevent widespread unemployment, to maintain stability of 
the currency, to provide adequate military defense, and indeed 
to preserve a free society, no one can afford the economic losses 
involved in uninhibited, and sometimes irrational, power 
struggles between big labor and big business. New solutions are 
urgently needed, and they may be emerging. 
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While union members are often passionately loyal to their 
unions, it is largely because of fear of unemployment and sus-
picion of management's intentions. If management can assuage 
these fears, union influence may diminish—particularly as "big 
unions" have suffered from the inevitable curse of bigness: a 
growing gulf between their leadership and the rank-and-file 
members. 
Actually union membership has not been growing in recent 
years, and the missionary zeal of the labor movement seems to 
be disappearing. The relative decrease in numbers of unskilled 
workers is one reason. Skilled workers are better educated, and 
the failure of efforts to unionize white-collar employees indi-
cates that unions have not developed an attractive appeal to 
the educated middle class. 
The realization that strikes will accelerate automation and 
increase unemployment is a deterrent to militancy on the part 
of union leadership. 
Again, the Federal Government in recent years—under both 
Republican and Democratic administrations—has found it nec-
essary to intervene in labor disputes in order to avoid strikes 
which might have crippled the economy and seriously impaired 
the nation's defenses. If management and labor cannot find a 
more orderly method of solving their problems within the 
framework of existing law, it is not unlikely that new legislation 
would empower some governmental agencies to act as referee. 
This is an unwelcome possibility to many people who believe 
that political motivations would inevitably be introduced into 
the resolution of labor disputes, with unsound economic conse-
quences. 
If management could persuade the labor unions that it ac-
cepted responsibility for the welfare of the workers and could 
convincingly demonstrate this admirable intention by deeds, a 
system of resolving labor disputes might be worked out which 
would evoke such strong public support that all concerned 
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would accept it. Any such system would involve the develop-
ment of pertinent facts—costs, prices, profits, productivity, 
wages, fringe benefits and pensions. 
The better the facts, and the better the facts were marshaled, 
interpreted and communicated, the more likely it would be that 
resort to force in the form of strikes or lockouts could be 
avoided. 
It seems significant that A. A. Berle, Jr., who is widely 
known as a liberal economist, has the following to say on the 
labor question: "Demands can be and in some cases have been 
made to obtain pay based less on performance of work than on 
threat to victimize great numbers of the public as well as em-
ployers if the demands are not met. Distinction between this 
and the power of gangsters to levy extortion here becomes hazy. 
Nor is it distinguishable from the power of a monopoly to levy 
an unconscionable price for an indispensable service."22 
Berle goes on to point out that it is easy for unions to threaten 
strikes and economic paralysis if they do not get what they 
demand, and it is also easy for corporations to accede to the 
demands and push up their prices to cover the increased costs. 
This, however, is a plain invitation to cost and price inflation. 
"Organized labor," Berle continues, "is now in somewhat the 
same position as was industry before 1920. Then, owner-
managers considered their prerogative absolute, ignoring a ris-
ing resentment against their administration of affairs. Even-
tually they found themselves shorn of a good deal of their power 
when the political state moved in. . . . The power to strike is 
likely to be controlled.... In the case of labor, as in the case of 
management, public accountability is being insisted on and the 
curbing of excesses is being dealt with." 
The development of a rational basis for settlement of labor 
disputes may open up opportunities for the accounting pro-
fession to make a major social contribution. 
"Society must demand that economically rational criteria be 
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considered more important in the determination of the wage 
burden than the political requirements of the union. . . . If the 
union has not embraced the principle that wages have a rational 
connection with prices, costs, productivity, profitability, etc., in 
short if it has not accepted the principle of a wage policy based 
on the national interest, it is bound to suffer severely during the 
downswing of the cycle. It will be unable to protect its mem-
bers."23 
Even now financial and other economic data play an im-
portant part in labor negotiations. Larger unions employ staffs 
of economists and accountants who often know as much about 
the company's operations as the management itself. Both sides, 
however, interpret the data as best they can to support their 
own opposing arguments. Ability to pay or inability to pay are 
frequently cited as reasons for or against wage increases. Contra-
dictory statements about costs, prices, and profits are sometimes 
issued to the press by the opposing parties in an effort to attract 
the support of public opinion. 
Fair settlements would be expedited if there were an agreed-
upon factual basis on which to negotiate. An obvious way to 
accomplish this would be through the attestation of an inde-
pendent certified public accountant to the data relevant to the 
negotiation. Unions generally, however, have so far shown little 
interest in this approach. They seem to feel that their sole job is 
to bargain for their members, to "get more" without being 
overly concerned about the financial or economic consequences. 
They prefer to gather the data they need and interpret it in 
the way that best suits their purposes. Furthermore, what little 
evidence is available suggests that labor-union officials regard 
certified public accountants as management-oriented and sym-
pathetic to management's viewpoint. Unions would probably 
hesitate to accept any and all data attested by independent 
CPAs as a factual basis for negotiation. 
Nevertheless, any procedure which would reduce the cost of 
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labor disputes would be popular. Legislation to bring order out 
of the present chaotic labor-management relations is being sug-
gested more and more frequently—even by so-called liberals. If 
certified public accountants would undertake to develop and 
interpret data which would be useful in labor negotiations, it 
does not seem impossible that such legislation might require 
the acceptance of such data, attested by CPAs, as a basis for 
negotiations. 
Meanwhile, it would be desirable for the professional ac-
counting societies to establish better communications with the 
major labor unions, in order that CPAs may understand the 
unions' point of view and the unions may understand the 
standards of competence and ethics of the CPA profession. 
The assumption that labor and management have conflicting 
interests appears to be an anachronism under present condi-
tions. The modern corporation, in which the owner-stockholder 
is usually relegated to the status of dividend-receiver, is a new 
type of work group in which management and labor actually 
have a community of interest. They both should want the group 
to prosper. If productivity is rising, it is not always in the best 
interests of management to trade hard with labor. Nor is it 
in the best interests of labor to press its demands to a point 
which might impair the long-run future of the group as a whole. 
However, to convince labor that its interests are identical with 
management's would require better communication of infor-
mation from management to employees—information about 
costs, profits, dividends, reinvested earnings, management com-
pensation, productivity as related to wages, and so on. Here 
again the data designed for this special purpose should be more 
acceptable if attested by an independent CPA. 
Unfortunately, many managements are reluctant to provide 
employees with any information that they are not compelled 
to provide. Management's attitude toward the labor unions is 
often as hostile as that of the unions toward management. 
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Corporate presidents complain that their employees have a 
stronger loyalty to the unions than to the company itself. Ef-
forts at direct communication between management and its 
own employees are said to be discredited by labor-union leaders. 
Suspicion and distrust seem to prevail on both sides. Possibly 
CPAs could serve as a catalytic agent in dispelling the miasma 
of hostility, by letting in the light of information channeled 
through special reports to employees. 
An interesting experiment on the part of management, in 
an effort to demonstrate its recognition of its employees' con-
tribution, is the controversial and novel plan adopted by the 
Kaiser Steel Corporation in a recent labor contract. Each month 
Kaiser computes its material, labor, and supply costs and 
matches them against a 1961 base. If there is a saving after cer-
tain adjustments, workers get 32.5 per cent of the saving as a 
bonus. If there is no saving, the company pays wages and bene-
fits equal to those of other mills. This idea of sharing cost re-
ductions with employees is unique in the field of labor relations. 
It may prove to be a forerunner of similar contracts in other 
industries. 
The plan raises new accounting problems in cost determina-
tion and allocation. Calculations of costs before and after im-
provement, and the subsequent distribution of the savings 
among employees may raise some difficulties. Unions will no 
doubt expect to verify—and may argue about—the data re-
ported by the management. Nevertheless, the Kaiser Company 
appears to believe that the plan has resulted in valuable co-
operation by employees in cost-cutting programs, and in in-
creased productivity. 
If other companies adopt similar plans, CPAs may be called 
on to assist in their design and administration. 
In the immediate future unions will probably be compelled 
to resist automation and to support proposals for shorter work-
weeks, extended unemployment insurance, retraining and relo-
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cation programs, and other measures to protect workers dis-
placed by machines. 
But continued tribal warfare between management and 
labor will be intolerable in the environment of the next decade. 
Enlightened management will seek peaceful solutions of the 
problems created by automation before public opinion forces 
government to dictate arbitrary, and possibly unsound, rules. 
It would be a pity if the accounting profession did not put its 
considerable talents at the disposal of all parties at interest in 
the effort to develop a rational basis for settlement of labor 
disputes. 
Conclusion 
The Computer Revolution is having a profound effect on the 
whole economy, including CPAs. It confronts them with prob-
lems and opportunities. 
Of immediate concern is the possibility of lay competition 
in the field of accounting services, especially to small business. 
The automation of information systems makes it imperative that 
CPAs master computer technology. But at the same time the 
availability of computers opens up a vast field of service which 
CPAs can render. 
The unemployment problem, stemming largely from auto-
mation, has grave implications—economic, social and political. 
In the solution of some of them reliable financial and economic 
data may be helpful—for example, in comparing costs of pub-
lic versus private employment, in settlement of labor disputes, in 
management reports to employees, and in cost-reduction or 
profit-sharing plans. 
CPAs should familiarize themselves with all these problems 
and be prepared to embrace any opportunities to contribute 
to their solution. 
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CHAPTER 4 
Government and Business 
INTERVENTION in the economy by the Federal Gov-
ernment will continue to increase: all the available evidence 
points to this conclusion. 
Government activity will create new problems but also new 
opportunities for service by certified public accountants. Free 
enterprise and private property will survive and flourish. So-
cialism in the classical sense of government ownership of the 
means of production is most unlikely in the United States. But 
the Federal Government will define the limitations within which 
private enterprise will have to operate. It will act more and 
more as arbiter, umpire and referee. In addition it will do what-
ever is necessary to protect the citizens against economic stress. 
The ultimate extent of government intervention will depend 
on the extent to which private enterprise convinces the public 
that government intervention is unnecessary. 
"Government intervention in economic affairs is often justified 
by the desire for full employment and economic growth. To 
remove this motive and provide more direction from the private 
sector, the businessman will have to become more involved in 
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the total problem of unemployment and will need deeper 
knowledge of the basic economics, both theory and practice, 
that underlie our economic life."24 
If private enterprise can better identify itself with the public 
interest, and obtain the support of public opinion, business may 
avoid increasing restraints on its freedom of action. But to 
win and retain public support, private enterprise will have to 
supply the public with facts and figures—reliable and accept-
able facts and figures. In this the CPA profession can render 
signal service. 
The government itself, in carrying out its regulatory, super-
visory and related functions will require masses of financial and 
economic data. In the validation, analysis and interpretation of 
such data, it too will need the help of CPAs. 
The Conservative View 
"Never argue about religion or politics" is an old saying. 
Politics is a delicate subject, highly charged with emotion. It is 
difficult to discuss the trends and probabilities of governmental 
action, however dispassionately, without being attacked by par-
tisans of either the conservative or liberal point of view. 
Businessmen and professional men in general, and certified 
public accountants in particular, are for the most part con-
servative—many of them extreme conservatives! They resent 
the intrusions of government into business affairs, which make 
it more difficult to get their jobs done. They are concerned 
about what appears to be the ever-increasing share of the na-
tional income which government takes away from the citizen 
and spends for countless purposes—sometimes not with business-
like efficiency. 
Businessmen and their professional advisers heartily dislike 
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the network of regulations within which they have to operate— 
and not without good reason. Businessmen are in the front lines 
of the economy: their job is to produce goods and services 
which the people need and want. They are the ones who have 
to adapt to each new regulatory process—to spend more of 
their time and energy in record-keeping, reporting and arguing 
with government officials. They know from experience that the 
administration of the regulatory processes is not always con-
sistent with the theories and objectives which inspired the 
original law, however commendable those theories and ob-
jectives might seem. 
Businessmen and their professional advisers, being practical 
people, remember Lord Acton's statement that "power tends to 
corrupt; absolute power corrupts absolutely." They know that 
there is always a group of theorists and politicians who would be 
happy to run the entire economy from Washington. Business-
men do not want the camel of socialism to get its nose under 
the tent, and they are quite right in the conviction that the vast 
majority of the citizens do not want it either. 
With this orientation, it is not difficult for some business man-
agers and some certified public accountants to dedicate them-
selves, quite honestly and sincerely, to resist, on all fronts and 
against all odds, any extensions of Federal Government powers, 
which they believe tend to destroy the American way of life. 
This attitude, while not without rational basis, is partly emo-
tional in origin. It is not discriminating. It obscures an objective 
view of what is actually happening, and a useful analysis of the 
underlying forces which are driving the country in the direction 
in which it is going. "The human mind has an infinite capacity 
for resisting and ignoring the disagreeable,"25 says Eugene 
Rostow, Dean of the Yale Law School. 
This mental astigmatism has made it more difficult for busi-
ness as a whole to foresee social and political change, to guide 
it and to adjust to it. 
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In order to compete effectively for public support with those 
who believe government should run everything, private enter-
prise must have a clear idea of what the public wants and needs, 
and demonstrate that private enterprise can supply it. Failure 
to do so will result only in more inroads by government. 
It would be helpful to all concerned if CPAs would tactfully 
advise their clients to think of themselves as sailing a ship on the 
sea of society. It is proper to set a course by the stars. But it is 
necessary to understand the winds, tides and currents, and to 
use their power, rather than bucking them, in moving toward 
the chosen destination. 
An official of a large corporation recently wrote: "What I'm 
urging on my fellow businessmen is to out-govern government. 
Let's identify problems and bring about solutions before govern-
ment is forced to act. . . . One reason government has been doing 
so much is that businessmen have been doing so little."26 
Examples of areas in which businessmen should assume 
leadership were suggested: the unemployment problem, equal 
opportunity for minority groups, the cost of consumer credit, 
higher education, medical care. 
"By and large, government has stayed out of those areas 
where private citizens, businessmen mostly, have done the 
job." 
What Has Happened 
Since the future of the accounting profession will be strongly 
influenced by the political environment, an effort is made here 
to examine coldly and without prejudice what has happened 
in the past, what seems likely to happen, and what it may mean 
to the CPA ten or twenty years from now. 
For nearly two hundred years the United States has gradually 
been evolving a new type of society.27 This society is unique in 
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the world—there is nothing else quite like it. It is also the most 
successful in the world, judged by the living standards of the 
people. Man for man, every American is better off than his 
counterpart in any other country of similar size. It can be 
argued that the American people would be even better off 
under a different system of government, but it is difficult to 
convince the citizens that our system is bad when they compare 
their condition with that of their fellow men abroad. 
"In the industrial society of today we have a distinct, a 'new' 
society, and one which it is our job as citizens to understand. 
It cannot be understood by applying to it the slogans of yester-
day, or indeed any slogans at all. It requires to be looked at in 
its own terms as something which, like any creation of man, is 
both a problem and an achievement."28 
The new society in the United States cannot be described in 
terms of classical capitalism or socialism. In fact, no proper 
definition of the present system has yet been written. The sys-
tem preserves the essentials of private property, the free market 
and individual liberty, but within a framework of law which 
tends to induce actions which the people believe are in their 
best interests. The majority of the people who elect the repre-
sentatives who make the laws could be wrong—and doubtless 
they sometimes are. But the nation is founded on the basic prin-
ciple of universal suffrage, which presupposes that despite oc-
casional error the majority of the people in the long run know 
better what is good for them than any minority, however elite, 
could know. 
The process of developing this unique American society be-
gan a long time ago, when Russia was still an absolute monarchy 
and socialism was merely a crackpot theory. Karl Marx died 
in 1883. In 1887 the Congress of the United States passed the 
Interstate Commerce Act—not because the Congressmen had 
ever heard of Marx, but because the merchants and farmers of 
the United States were convinced that Federal regulation of 
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interstate railroads was in their best interests. In 1890 the Sher-
man Antitrust Act was passed. Nothing like it had ever been 
seen before in any country in the world. The Pure Food and 
Drugs Act was enacted in 1906. The Clayton Antitrust Act, 
which created the Federal Trade Commission, became law in 
1914. Regulation of business by government was well under 
way, and a burning political issue, long before World War I. 
After a few false starts, the income tax became firmly em-
bedded in our system in 1913. The depression of the 1930's 
gave rise to a torrent of social and economic legislation—the 
Social Security Act, the Securities and Exchange Acts, the 
Wages and Hours Law, the Wagner Labor Act, among many 
others. 
In many areas, such as tariffs, import quotas, and minimum-
price laws, the initiative for government intervention has come 
from business itself. 
Each proposal to give the Federal Government power over 
some phase of economic activity was bitterly fought, often 
with temporary success. But by the end of the first administra-
tion of Franklin D. Roosevelt it was quite clear—for better or 
for worse—that the people had decided that the Federal Gov-
ernment had a substantial responsibility for the success of the 
economic system. 
What Is Happening 
Creation of the new American society is not yet complete. It 
is still in the evolutionary process. Pieces of it have been created 
one at a time, on a wholly pragmatic basis, to meet urgent needs 
as they arose. There was no original master plan. At present 
the system is not fully articulated. Indeed, some parts of it work 
against others, and seem designed to achieve objectives which 
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are mutually inconsistent. But gradually a pattern is emerging 
which, despite many gaps and ragged edges, begins to take on 
the shape of a logical structure. 
Just how the structure will be completed remains to be seen. 
If too much power is vested in the Federal Government, the 
vitality of the economy and individual freedoms will be en-
dangered. Who will police the policeman if he becomes the 
decision-maker? But whether or not the economic structure 
can be completed without emasculating free enterprise and 
restricting personal liberty will depend largely on the sense of 
responsibility of the managerial and professional groups, and 
the clarity with which they perceive how the needs of the 
people can be met under a government of laws and not of men. 
To begin with, it must be recognized that the political power 
is dominant. In a democracy a majority of the people will 
elect representatives who will do what the people think is in 
their best interest. But the American people distrust concen-
trations of power. The Federal Government itself is based on 
a division of powers. (In passing, it is worth noting that the 
Supreme Court, which can invalidate acts of both the legis-
lature and the executive branch on Constitutional grounds, is 
a distinctive American creation.) In addition, other power 
groups exist as a countervailing force to the Federal Govern-
ment—notably the state governments, but also big corporations, 
labor unions, trade associations, and so on. However, if any 
private power group seems to be getting too strong, the people, 
who have direct access to the Federal Government through the 
ballot box, will use their power to correct the situation. 
To what extent does the Federal Government control the 
economy today? 
It can prevent monopolies, price fixing, and conspiracies in 
restraint of trade. At times it has seemed to attack corporations 
merely because they were large, but now it appears to accept 
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domination of an industry by a few giant corporations—always 
provided that genuine competition exists among them. 
Through the budget, the government can influence the eco-
nomic climate. It now collects and spends roughly 15 per cent 
of the national income. Many economists accept the theory that 
by deficit spending, which creates purchasing power, the gov-
ernment can stimulate the economy in periods of unsatisfactory 
economic growth, and by the creation of budgetary surpluses 
it can slow down inflationary booms. 
By raising or lowering taxes, or by altering the rate of pro-
gression of income taxes, government can stimulate either con-
sumption or investment or both. It can also encourage what it 
believes to be socially desirable actions by special deductions 
and exemptions from income tax—such as contributions to 
charities, investment in new plant and machinery, or explora-
tion for oil and other natural resources. Such special provisions, 
however, create inequities among taxpayers which lead to pres-
sures for more special provisions. This process increases the 
complexity of the law, the cost of its administration and the diffi-
culty of compliance. The use of the tax law as an instrument of 
social reform or economic control is of dubious validity. Direct 
subsidies and direct controls would probably be far less costly. 
By its purchasing policies, the government can also exercise 
economic power. It spends between $30 billion and $40 billion 
a year, excluding the salaries of its permanent employees. Its 
expenditures for scientific research and development are about 
$15 billion annually: the government supports roughly three-
quarters of all scientific research done in this country! As the 
biggest single customer in the country, it can influence the 
policies of companies whose products it buys; it can bolster 
economies in depressed areas of the country; it can create 
employment opportunities when unemployment becomes too 
high. 
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Through the Federal Reserve Board and the Treasury De-
partment, the government can largely control the supply of 
money and credit, interest rates and margin requirements. 
Thus it can influence the allocation of resources, the increase 
or decrease of consumption expenditures and the increase or 
decrease of capital investment. 
Government, Federal and state, fixes prices in industries 
which have monopolistic franchises, including transportation, 
communication, electric and gas utilities, and others. In ef-
fect, government controls the return on investment and profits 
in these basic industries. 
Through agricultural price-support programs and other de-
vices, the Federal Government largely maintains the purchasing 
power of American farmers. 
In addition, the government supports prices in special cir-
cumstances through "quasi-control" methods. It stockpiles 
copper, lead and zinc when these minerals are in excess supply. 
Through the Interstate Oil Compact approved by Congress it 
regulates oil production. Under the Sugar Act of 1934, it sets 
import quotas for foreign sugar, thereby sustaining the price of 
the domestic product. 
The direct benefits and protections to individual citizens 
which the Federal Government provides have become almost 
countless: social security, unemployment insurance, wage and 
hour limits, low-cost housing, rural electrification, urban re-
newal, loans to small business, public-health activities, dis-
closure requirements for investors, and so on. 
Nevertheless, in spite of the vast scale on which the Federal 
Government has intervened in the economy, private enterprise 
still accounts for most of the production, most of the sales, most 
of the distribution of purchasing power, and most of the capital 
accumulation in the United States. The political state inter-
venes to control or influence the decisions of private enterprise 
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only when it believes that the population would suffer if left 
to the unpredictable results of the workings of impersonal 
economic forces. 
Contrary to conservative opinion, the Federal Government 
is not always eager to assume more and more control over busi-
ness. It takes each step cautiously, either when it feels the pres-
sure of public opinion, or senses a need for action which the 
public will support. Elected officials and members of Congress 
dislike to get in the middle of controversies which might alienate 
some constituents. They also dislike to accept direct responsi-
bility for decisions which, if they turn out badly, could lose 
votes. They much prefer to criticize business management and 
the financial community for whatever goes amiss in the econ-
omy. The fact that the President and legislators must be elected 
at specific, short intervals of time is a strong antidote to any 
temptation to take over direct management of business affairs. 
There are, of course, left-wing elements who constantly urge 
the Federal Government to do just that. However, they will 
continue to be unsuccessful as long as the public believes that 
it is better off under the present system. 
Meanwhile, the government will expand its powers to in-
fluence the economy indirectly—to set the ground rules within 
which private enterprise can operate—unless businessmen con-
vince the public that such intervention is unnecessary and un-
desirable. 
What Is Likely to Happen 
The Employment Act of 1946, described in Chapter 3, sug-
gests a planned, coordinated approach to the maintenance of 
a prosperous economy. Many of the tools needed to accomplish 
the desired result are already at hand—the antitrust laws, 
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budgetary and fiscal policies, the taxing power, purchases by 
the government, rate regulation of utilities, price-support mea-
sures, and health, education and welfare programs. 
But even this impressive array of tools may not be enough 
to solve the problems of unemployment and lagging economic 
growth. 
An underlying problem is the fact, discussed in Chapter 2, 
that for the first time in the history of civilization this country 
can produce more than enough to satisfy the basic needs of the 
population. But apparently it has not yet learned how to create 
effective demand sufficient to consume the goods and services 
that an ever-expanding and ever-more-efficient productive ca-
pacity can supply in abundance. Consequently, it has difficulty 
in finding useful employment opportunities for all those able, 
willing and seeking to work. 
The Federal Government is highly conscious of the fact that 
the manner in which its present powers are exercised has great 
effect on economic growth and employment. Kermit Gordon, 
Director of the Budget, made the following statements in 1963: 
"There is now common acceptance of the idea that if total 
private and public demand for goods and services presses too 
hard on total supply, inflation will result; that if demand falls 
considerably short of potential supply, plants will be idle and 
workers unemployed; and that it makes sense to try to adjust 
the relationship between government spending and taxes to 
help avoid both of these evils. . . . 
"Despite the many major differences of emphasis and atti-
tude that exist, it is now generally recognized that Federal 
budgetary decisions should be made in the light of the needs 
of the economy.... 
"The truth is that tax rates set so high as to absorb an exces-
sive proportion of a full-employment gross national product 
will actually block the road to the achievement of full employ-
ment and yield disappointingly low revenues. . . . " 2 9 
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Economic Planning 
If present government powers are not enough to maintain 
acceptable rates of growth and employment, what comes next? 
More and more frequently the suggestion is being made that 
economic planning on a national scale may be the answer. 
Planning is a fighting word in conservative circles. To them 
it connotes complete governmental control of the economy. For 
example, a recent editorial in The Wall Street Journal said, "If 
it is accepted that the government should plan the economy, 
broadly or narrowly, it is only logical that it should try to direct 
the economy to the materialization of its plans; else what's the 
point?" 
But planning does not have to be done by Government alone, 
nor need it be followed by Government controls. France, for 
example, is carrying out her Fourth Plan, a four-year program 
designed to increase gross national product by 5½ per cent 
annually. The planning commission consists of economists, stat-
isticians and other experts. But twenty-five committees com-
posed of businessmen in the industries affected have a signifi-
cant, if not a dominant, voice in the "input-output" assumptions 
that go into the estimates. 
In The Netherlands the Central Planning Bureau has earned 
a reputation for competence and independence of political in-
fluence. Its annual forecasts are submitted to a Central Plan-
ning Committee composed of representatives of government, 
management and labor. If recommendations on government 
policy or new legislation are agreed on, they go to the Cabinet 
and the Parliament. 
The Swedish, Norwegian and Danish Governments were 
among the first to adopt formal economic planning. It is con-
ducted by independent research organizations supported by 
government funds. Their economic forecasts are submitted to 
the government as a basis for policy formation. 
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In 1962 the Committee for Economic Development, which, 
as is well known, is composed of and financed by American 
businessmen, sent a task force to Europe to find out how capital-
ist economic planning worked. The results were reported in the 
Harvard Business Review for September-October 1963, by 
Walter P. Blass, Economic Analyst in the Economic Research 
Section of the American Telephone and Telegraph Company. 
Mr. Blass was careful not to take any position on the desir-
ability of planning in the United States, but some of his com-
ments are pertinent to this discussion. He said that in the 
European countries studied, "there is not a huge, heavy-handed 
bureaucracy running the country.. . . On the contrary each one 
of these planning systems rests firmly on a market economy in 
which the choice of consumption expenditures and, to a large 
extent, the choice of investment expenditures are left in the 
hands of non-Governmental persons and companies. Further-
more, the voice of the 'private sector,' the dominant form in 
each of the Western European countries, is heard and respected 
in the Councils of those who draw up the figures." 
What are the alleged benefits of planning in Europe? Mr. 
Blass says: "Coordination of economic policies, setting economic 
targets, allocation of scarce resources, correcting the faults of 
existing competition and monopolistic behavior of business 
firms, better economic knowledge, identifying problem areas, 
a central and reliable source of national projections." He con-
tinues: "In any complex economic society, problem areas exist 
which are not explicitly solved by the free market. Yet these 
can be identified, investigated, and solutions proposed." 
In the Canadian province of Manitoba, in 1961, a Committee 
on Manitoba's Economic Future was organized. It had forty-
two members, representing the provincial government, industry, 
agriculture, labor and the professions. It was aided by sixteen 
advisory groups, on some of which chartered accountants served. 
It also employed thirty-eight consultants, including accounting 
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firms. It interviewed some 3,000 citizens of the province. 
In 1963 COMEF's report was filed—a massive and impres-
sive document. A major conclusion: Unless the rate of economic 
growth improved, about 75,000 citizens, 18 per cent of the 
working population, would be unemployed by 1975. The pri-
mary industries of the province were declining in importance. 
Secondary industry needed to be expanded—based on scientific 
research and new technologies. Service industries offered the 
greatest hope of absorbing workers displaced by the decline in 
agriculture. Hundreds of specific recommendations appear in 
the report, including advocacy of a 20 per cent rise in capital 
investment immediately, which in turn would require a more 
favorable tax climate, and removal of onerous Government 
controls. COMEF's report apparently has been accepted as 
a guide to every segment of the province, public and private. 
It has been called "a new approach to economic planning."30 
The general unpopularity of the idea of national economic 
planning among businessmen has perhaps discouraged more 
public discussion of its possibilities, but actually many executives 
and conservative economists have indicated a belief that it is 
bound to come sooner or later. 
The space devoted to the subject in this chapter should not 
be misinterpreted as advocacy of planning. The matter is dis-
cussed at length because of its great significance to certified 
public accountants. 
Facts and figures on a grand scale would need to be gathered, 
classified and analyzed if national planning were undertaken 
here. Business statistics based on accounting data would require 
interpretation. More information on costs, prices, sales and 
profits than has heretofore been available would doubtless be 
required. 
CPAs are well equipped to aid in any program of this kind. 
They should be alert to the possibility of economic planning, 
and be prepared to participate to the full extent possible. 
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Public vs. Private Sector 
The relative importance of what has come to be known as 
the "public and private sectors" of the economy might also be 
considered a problem which eventually could justify further 
government intervention. 
The question was given high visibility by Kenneth Galbraith 
in his book, The Affluent Society, published in 1958.31 In es-
sence his argument is that even assuming a satisfactory rate of 
economic growth, consumer expenditures for tobacco, liquor, 
luxury automobiles, patent medicines and the like do not have 
the same social utility as expenditures for essential housing, edu-
cation, health, roads, parks, cultural and recreational facilities. 
Is a really high standard of living to be attained, he asks, or is 
a vital, progressive society to be maintained, if the hidden per-
suaders of the advertising fraternity influence people to spend 
their money for things they do not need, and even don't really 
want, instead of for mental and physical development, the arts, 
beautification of highways, city planning, and other intellectu-
ally and spiritually rewarding services? 
The argument is plausible, and is taken seriously in some 
quarters. Yet it contains two uncomfortable implications: first, 
that a small elite could decide for the American people what 
they want better than the American people can decide for 
themselves; and, second, that only the Federal Government 
could enforce the elite's decisions. 
The Need for Data 
In every area in which government intervenes in the econ-
omy it needs data. For an infinite variety of purposes it needs 
an infinite variety of information—largely quantitative infor-
mation. 
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Even today scores of agencies require reports from business 
organizations on financial position, invested capital, sales, in-
come, and costs. The precise nature of such data, its arrange-
ment, and the detail in which it is presented will usually vary 
with the governmental purpose—taxation, securities regula-
tion, rate-making, procurement, regulation of specific industries 
(e.g., banks, insurance companies, investment companies, securi-
ties brokers and dealers), loans, grants, subsidies, insurance. 
As government moves in the direction of exercising its powers 
to sustain economic growth, prevent cyclical depressions, and 
encourage full employment, more data will be needed. It is of 
vital importance that the data be valid for the purpose for which 
it is intended. Misinterpretation of numbers could result in 
erroneous decisions. 
Numbers derived from business accounts, which are designed 
to serve special needs of management, investors, creditors, or 
the tax collector, may not be valid when brought together as 
a basis for economic projections. 
Economists have suggested that CPAs should pay more at-
tention to the development of economic statistics. National in-
come accounting, for example, has been largely left to econ-
omists and statisticians who may not be familiar with the sig-
nificance of figures in corporate reports or tax returns from 
which they procure raw data. 
The capital requirements of the economy as a whole, and 
sources of capital formation, are said by economists to require 
more study than they have had. In the collection and interpre-
tation of data bearing on these subjects CPAs should be able 
to be helpful. 
The professional accounting societies should develop close 
relations with organizations of economists and statisticians in 
order to facilitate interdisciplinary cooperation in the consider-
ation of problems of this nature, which may become of major 
importance to the nation as a whole. 
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The Danger 
There is an obvious danger in the possibilities of further 
government intervention in the economy. 
The danger may not be dictatorship, or socialism in the 
sense of government ownership of the means of production. But 
the end result could be strangulation of free enterprise in 
bureaucratic red tape. Government is also composed of people, 
and they are subject to all the human frailties. Administration 
of vast governmental programs does not always measure up 
to the ideal concepts of those who conceived the programs. 
That there have been shocking injustices in the administration 
of the income-tax law, the antitrust laws and many of the regu-
latory statutes, nobody would deny. 
Too much of this sort of thing might well break down even so 
sturdy an organism as the American free enterprise system. If 
all management decisions were subject to governmental review 
—what, when, how to invest, how much to spend on research, 
what products to make, at what prices to sell the products, 
what wages and salaries to pay—the incentive to do a creative 
job and to take risks would almost surely be stifled. The responsi-
bility and accountability of management would be diffused, 
since it could pass the buck to government agencies if things 
went wrong. It would be much easier for corporate managers 
to go along with the administrators, and in fact become a part 
of the bureaucracy themselves. The economy might lose its 
vitality; the economic growth rate might decline; unemploy-
ment might increase. 
Countervailing Forces 
The most effective antidote to excessive government control 
of the economy is the fact that the free enterprise system has 
produced the highest standard of living in the world. 
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As long as business can demonstrate that it is able to solve 
the problems which the people require to be solved, it will be 
left free to solve them. 
But so far businessmen have not been very effective in com-
municating their story to the public. Granted that their main 
job is the production and distribution of wealth, and that their 
primary responsibility is to their stockholders, it seems never-
theless desirable for them to give out facts and figures demon-
strating what they have done for the public as a whole. Wages 
and fringe benefits, lower prices or improved quality of product, 
scientific and technical research, retraining programs for work-
ers, successful reinvestment of retained earnings, increases in 
the work force, support of education, community activities of 
officers—all these are important contributions to the economy 
as a whole. Disclosure of the values of these by-products could 
go a long way to improving public relations and retaining pub-
lic support. 
State Governments 
Another counterweight to centralized Federal control of the 
economy is the existence of the fifty states. Despite the alarm of 
those who feel that states' rights are being rapidly liquidated, 
as long as our Federal system exists the counterweight will re-
main. 
Originally the Federal Government had little power except 
on paper. Each element of power it has gradually obtained was 
bitterly resisted. It has succeeded only because the majority of 
the people felt that the states could not do, or were not doing, 
the job that was needed. But in spite of the vast powers ac-
quired by the Federal Government, what the states retain is 
also vast. There are those who think a trend has been set in 
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motion which will result in a complete centralization of gov-
ernment in the United States, each state becoming a kind of 
local administrative department of the national government.32 
But careful students of the subject say that predictions such as 
these reckon without the peculiar tenacity of American insti-
tutions—and perhaps more importantly, without regard to the 
proclivities of human nature. 
One indication of the relative scope of activity of the Federal 
and state governments is afforded by their expenditures. It has 
been estimated that in terms of constant dollars Federal Gov-
ernment expenditures from 1929 to 1933 amounted to 2.54 per 
cent of the gross national product. From 1956 to 1960 they 
amounted to 10.36 per cent of the gross national product, but 
this included national defense expenditures. For all purposes 
except national defense the expenditures from 1956 to 1960 
were 1.48 per cent of the GNP as compared with 1.82 per cent 
in the 1929 to 1933 period. On the other hand, state and local 
governments spent 10.82 per cent of the GNP in 1929 to 1933, 
and 8.26 per cent of the GNP in the period 1956 to I960.33 
Obviously, since the gross national product has increased tre-
mendously, the absolute amounts spent have increased greatly 
at both levels, but of course so has the population. In any event 
the figures indicate generally that the state and local govern-
ments are spending almost as much as the Federal Government 
in total, and some six times as much as the Federal Govern-
ment if defense expenditures are excluded.34 
While the executive branch of the Government as personified 
by the President advocates more and bigger Federal programs, 
the power of the purse resides in Congress. Members of Con-
gress are elected by their local constituents, and with rare ex-
ceptions with the aid of the local political organizations. These 
people are active in state government, and are powerful in the 
political parties in the state. Their friendly support is therefore 
much desired by candidates for election to the national Con-
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gress. The views of the states accordingly are highly influential 
in the Federal legislative process. 
Even after Federal programs are approved and the money 
has been voted to support them, the states often play an im-
portant part in their administration. There is frequent collabo-
ration between representatives of the state and local govern-
ments and representatives of the Federal Government in the 
conduct of Federal programs at the local level. The interests of 
the states often prevail, partly because the local officials out-
number the Federal representatives, partly because the job 
can't get done without the cooperation of the local people, and 
partly because Federal officials desire to avoid conflict with 
state officials and are willing to compromise within permissible 
limits. 
The people who actually carry out governmental projects, 
such as highway engineers, welfare workers, public-health 
workers, and so on, develop a common professional interest in 
their mission. It induces them to work together as members of 
the same fraternity, and tends to minimize distinctions between 
the Federal and state authority in the matter. 
Students of the subject believe that there will be more gov-
ernment services in the years ahead, and larger government ex-
penditures in terms of dollars—though not necessarily in terms 
of percentage of the GNP. However, the influence of state and 
local governments will continue to grow, and to act as a check 
on centralization of power in the Federal Government. It seems 
quite possible that the states could take over actual administra-
tion of government programs in some economic areas. Since the 
citizens have more direct access to, and influence over, the state 
governments, this would minimize the danger of remote control 
of the economy from Washington. 
The raising of revenues is a problem for both state and local 
governments. Income taxation beyond a certain level may pass 
the point of diminishing returns. It also can have a regressive 
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effect on the economy. The states have relied largely on sales 
and excise taxes, as the Federal Government has relied mainly 
on the income tax. Since the Federal Government is a more ef-
ficient tax collector than state or local governments, it is pos-
sible that some arrangement might be worked out in the 
future whereby the Federal Government would collect taxes 
for the account of the states. It would be highly desirable, as a 
matter of economy, efficiency, and compliance, if the state and 
Federal tax systems could be coordinated in a rational manner. 
The Federal Government appears to be relatively more effi-
cient than most state and local governments. To the extent that 
the latter's efficiency could be improved, there would be a more 
effective countervailing force against .Federal Government 
power. An obvious way to increase efficiency at both levels of 
government is to provide for better control of expenditures and 
greater accountability. The Federal Government has made 
much progress in these directions in recent years, but the vast 
scale of its operations and the wide variety of its activities make 
it almost impossible to develop comprehensive systems of audit 
and control. At the state and local levels these tasks would not 
be quite so difficult. 
It is clearly in the interests of private enterprise that all gov-
ernments be held as accountable for sound financial manage-
ment as business corporations are. 
There is every reason to believe that the Federal Government 
would welcome all the help it can get in improving economy 
and efficiency. The Director of the Budget said in 1964: 
"Vigorous efforts will be made to find economies in existing 
government programs, in order that the net impact of new 
activities on the Federal budget will be held to a minimum. 
Better management and cost reduction can make a major con-
tribution toward resolving the conflict between expanding pub-
lic needs and the need to limit total expenditures.... Those of 
us in government have a very grave responsibility to give un-
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remitting attention to the need for improving management 
practice and for providing government service at the lowest pos-
sible cost."35 
Government Accounting and Control 
Budgetary and accounting practices of government might 
benefit from greater participation by CPAs in development of 
the underlying principles followed. The Federal administrative 
budget, which is most frequently cited, is prepared on a cash 
basis. On the one hand, it includes expenditures which could 
be regarded as "capital investment," from which benefits will 
be derived in subsequent years. On the other hand, it does not 
reflect commitments made for expenditures in future years. 
Figures of this sort may not be the most useful as a basis for de-
termining whether "deficit spending" or a budgetary surplus is 
desirable as a means of influencing economic trends. 
The magnitude of Federal Government expenditures creates 
unusual problems of financial management and control. No 
mechanism exists through which the relative importance of 
various programs and activities is reappraised periodically, with 
a view to allocation of funds based on current priorities. For 
example, how is the decision made that annual expenditures 
for roads are three or four times as much as those for edu-
cation? 
The government virtually supports a number of corporations, 
some of them nonprofit, through contracts for scientific re-
search or highly technical products. Some measure of the effi-
ciency and economy with which these corporations operate 
should be devised, and their accounts should be scrutinized 
periodically. 
Scientific advisers to government agencies are sometimes af-
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filiated with corporations or universities to which substantial 
research funds are allocated. Precautions should be taken 
against the possibility that the government might suffer finan-
cially through such relationships. 
The government competes with industry for technical and 
scientific personnel. Sometimes the very corporation which the 
government is paying for technical services will lure scientists 
away from the staffs of government agencies by offering higher 
salaries. Would it be more economical for the government to 
employ the technicians directly to perform the necessary serv-
ices than to contract for them with a private institution? 
CPAs might help in developing methods and systems for 
dealing with problems of this nature, which are similar to prob-
lems encountered in large corporations—planning and control, 
cost comparisons, potential conflicts of interest, make or buy 
decisions. 
The larger the Federal budget becomes, the more important 
it is to all citizens that effective safeguards against waste and 
inefficiency be established. Over the years individual CPAs have 
participated as consultants from time to time in consideration 
of problems of this nature. But the accounting profession has 
never undertaken independent research on a significant scale 
in an effort to provide solutions. 
However, a beginning has been made. In 1961 the Council 
of the American Institute of CPAs adopted a resolution which 
recognized that the CPA profession had a responsibility to the 
public to assist, where appropriate, in the strengthening and ap-
plication of controls of Federal funds—somewhat as the legal 
profession advises and assists in the administration of justice, or 
the medical profession cooperates in administration of public-
health services. 
As a result, a senior committee on relations with the Federal 
Government was created. Associated with this committee are 
seven advisory committees and a number of individual con-
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sultants, each responsible for keeping informed of developments 
in specified areas and maintaining relations with particular 
Federal agencies. The staff of the Institute's Washington office 
assists the group, keeps it currently informed, and coordinates 
its activities. From time to time the columns of The Journal of 
Accountancy are used to call attention to specific situations of 
interest to the entire profession and the public. 
The Institute's assistance has been acknowledged by many 
agencies. The prestige of the CPA profession in Washington 
has been greatly enhanced. As a by-product, many opportunities 
for professional service by CPAs and CPA firms have been un-
covered. It is estimated, for example, that twenty-six Federal 
agencies are now responsible for about 38,000 annual engage-
ments of outside accountants—about double the number of five 
years ago. By 1975 there may be 75,000 annual engagements of 
outside accountants by the Federal Government. 
With greater resources of manpower and money, the Institute 
could provide far more assistance in the improvement of con-
trols over Federal funds. And the state societies could do far 
more than they have done in parallel efforts at the state and 
local level. 
Relations With Government 
The prestige which the chartered accountants of England 
enjoy—in the opinion of many observers superior to that of the 
CPAs in the United States—may be attributed in large part to 
the excellent relations which the accounting profession in 
England has had with the government. Many eminent chartered 
accountants in England have served government, at both na-
tional and local levels, in an advisory capacity. When Royal or 
Parliamentary commissions are established to undertake studies 
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in economic, financial or tax areas, they almost always include 
at least one chartered accountant. The British Civil Service 
Commission habitually looks to the accounting profession for ad-
visory services. 
The relative infrequency with which CPAs participate in 
Federal Government activities may be due to several things: 
indifference on the part of the CPAs themselves, busy as they 
are with the problems of their own clients; lack of understand-
ing by government officials of the contribution which CPAs 
might make; a latent hostility toward government among many 
businessmen, which rubs off on CPAs. 
Indifference or hostility toward government will be most un-
fortunate in the years ahead. Inevitably, government will have 
a great influence on the economy. If government can develop 
close working relationships with business management and its 
professional advisers, all concerned will benefit. If not, all con-
cerned may suffer. 
The CPA profession in the United States can render out-
standing service in the preservation of our free enterprise sys-
tem, and in its adaptation to the changing times. As advisers 
to their clients, as advisers to government, as independent audi-
tors and consultants attesting to the fairness of essential data, 
as preparers of tax returns and tax advisers, as sponsors of re-
search in the realm of quantitative information, the CPA pro-
fession can play a vital part in the perfection of the new society. 
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CHAPTER 5 
The Movement to Internationalism 
A MERICAN business is going abroad in a big way. 
The American diplomatic and military forces have been there 
for a long time. American CPAs are following the trend, and 
will continue to do so in greater numbers. 
The accounting profession should find a large and honorable 
part to play in the solution of the international problems that 
vex the world. Basically, those problems are economic and fi-
nancial, but they are complicated by political and military off-
shoots, and by psychological blocks and difficulties of com-
munication. 
It will require the combined knowledge and skills of all the 
professions, plus those of the ablest managers, statesmen and 
generals, to work out peaceful solutions. But a solid contribu-
tion can be made by people who know how to gather and inter-
pret reliable data for planning, control, decision-making and 
financial reporting—whether it be for a single company, an 
international consortium, a government aid program, or a tariff 
negotiation. 
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Foreign Investment and Trade 
Of immediate and practical importance is the steadily grow-
ing volume of investment of United States capital abroad. The 
U.S. Department of Commerce estimates that it is approaching 
$5 billion annually. In 1959 the volume of investment was less 
than $4 billion. 
Sales of foreign affiliates of United States companies are 
also going up. The number of U.S. companies with overseas 
operations is increasing steadily. Overseas markets also offer 
inviting opportunities to domestic companies. 
"The most rapidly expanding markets will be abroad in the 
next twenty-five years. The dynamic expansion which occurred 
in this country in the postwar years is now taking place in other 
parts of the world and will accelerate industrialization and the 
formation of mass markets."36 
Clients of CPAs who are not already aware of these trends 
should be informed of them. 
This does not necessarily mean only the giant corporations. 
There are opportunities in foreign countries for such ventures, 
for example, as American-style supermarkets, motels, or drive-
it-yourself car-rental services. American CPAs have gone 
abroad, on behalf of American clients, to investigate the possi-
bilities of such ventures, and in some cases have negotiated ar-
rangements for the launching of the enterprises. They have also 
examined foreign businesses with an eye to the possibility of 
purchase by, or merger with, American companies. 
"The number of American companies investigating direct 
investment possibilities in Europe, has been so large as to imply 
a near revolution in the orientation of U.S. business. . . . In-
quiries are now being received from a surprising number of 
medium-sized companies with relatively little international ex-
perience and in some cases with no foreign experience, even 
in exports, worth mentioning."37 
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The Unbalanced World Economy 
While international trade has expanded rapidly since the 
recovery from World War II, there has been a significant im-
balance in the distribution of its benefits. 
From 1953 to 1960 trade among the highly industrialized 
countries increased from about $30 billion to about $55 billion, 
or 84 per cent. Trade between nonindustrial and industrial 
countries increased only from about $19 billion to about $22 
billion, or 24 per cent. And trade among the nonindustrial 
countries increased from about $6 billion to a little over $7 
billion, or 20 per cent.38 
It seems an unhappy paradox that the countries which most 
need capital and export markets offer United States businessmen 
the least attractive opportunities. For the immediate future our 
best customers and the most attractive investments are in the 
highly industrialized nations: Continental Europe, the British 
Commonwealth, Japan and Mexico. The rates of economic 
growth in these countries are generally higher than that of the 
United States at the present time. The growth rates of under-
developed countries are hardly sufficient to keep pace with the 
increased population and longer life span. Indeed, some of 
them are falling behind. These are the countries which des-
perately need capital for industrialization which will accelerate 
the rate of growth. At the same time their political instability, 
lack of purchasing power, and large dependence on agricultural 
products—often just a few major crops—make them compara-
tively less attractive for purposes of private capital investment. 
Yet it is highly desirable in the best interests of the United 
States to expand its export markets. The balance-of-payments 
problem requires this country to sell its wares abroad. The 
developing countries would present attractive investment op-
portunities if they could break through the barriers which now 
retard their economic growth. 
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Obviously, there is maladjustment in the international dis-
tribution of wealth. Similar maladjustments existed in the 
United States in the past, but have been gradually corrected 
to a large extent. They exist in Europe, but are rapidly being 
corrected within the Common Market area. Machinery is 
needed to correct them on a world-wide basis. In the United 
States and some other countries the problem is to maintain 
effective demand sufficient to keep productive facilities busy. 
In the developing countries insatiable demand exists, but pro-
duction cannot satisfy it. How can a better balance be achieved? 
There are, however, larger interests than the hope of immedi-
ate economic benefit involved in the plight of the underde-
veloped countries. The "revolution of rising expectations" is in 
progress. The hungry masses who constitute a majority of the 
world's population have seen how industrialization can raise 
living standards. They will not wait patiently for gradual evolu-
tion to alleviate their distress. They want action from their 
leaders. 
Humane and moral considerations make it impossible for the 
more fortunate nations to ignore the plight of their poverty-
stricken neighbors. But self-interest reinforces these nobler 
motives. 
In the older nations of South America and the recently 
liberated colonial states of Africa and Asia, communism has 
strong appeal. Masses of people living in poverty feel that they 
have nothing to lose—any change may be a change for the 
better. 
Obviously it would affect both the military and the economic 
position of the United States adversely if these countries en-
tered the communist camp. 
To raise the standard of living in these countries, in the face 
of rapidly increasing population, requires industrialization and 
modern technology—and these require capital. Capital can be 
sweated out of the labor of an already underprivileged people, 
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denying them consumer goods while developing adequate pro-
ductive facilities: this is the communist technique. Or capital 
can be acquired by gifts, loans, or equity investments. The 
United States and other countries have been the source of all 
three types, to the tune of many billions of dollars. In 1960 total 
aid to underdeveloped countries was estimated at $8 billion, of 
which the United States contributed nearly half. 
But in the United States popular resistance to "give-away 
programs" is mounting. It is reflected in Congressional trimming 
of budget appropriations for foreign aid. The balance-of-pay-
ments problem accelerates this trend. 
What is to be done? One student of the problem, Dr. J. B. 
Condliffe, has suggested that first of all the prosperous countries 
must recognize the application to the whole world of Abraham 
Lincoln's pronouncement that a nation cannot exist half slave 
and half free.39 
Dr. Condliffe points out that the flow of aid from richer to 
poorer countries has been unplanned, piecemeal and sporadic. 
"There has been no grand design." Better planning and co-
ordination are needed. Furthermore, "the developing countries 
lack skills more than they lack capital." Technical and mana-
gerial skills, including accounting, are sorely needed. 
Better controls over the utilization of foreign-aid funds would 
undoubtedly make the money go further, and at the same time 
decrease popular resistance to the programs. The sensitivity of 
the underdeveloped countries makes it difficult to impose stipu-
lations and controls that might give rise to suspicion of "im-
perialism." But, says Dr. Condliffe, "much aid is wasted or mis-
used because the donors fail to insist upon the recipients creat-
ing the conditions in which it can be used effectively."40 
Private investors expect audited reports of enterprises in 
which they have put their money. Why shouldn't the same 
principle be applied on a broad scale, and in modified form, to 
international grants and loans? Even a general investigation by 
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CPAs would tend to strengthen confidence in the aid programs, 
and improve the "credit standing" of the recipient nation. 
CPAs also have helped private businesses make prudent in-
vestment decisions. They might help government agencies in 
deciding where grants and loans would do the most good. 
Technical Assistance 
As important as capital for the underdeveloped countries is 
technical assistance—education, training, and actual on-the-
job help. 
An industrialized society without modern accounting controls 
and adequate financial reporting is inconceivable. It seems 
almost certain that in the years ahead there will be a strong 
demand for American CPAs to go abroad, either under the 
auspices of United States assistance programs, or as teachers or 
as employees of foreign corporations. 
If CPAs should be sent abroad for the U.S. Government on 
missions of this sort, they must have a sympathetic understand-
ing of the problems of foreign government officials whom they 
encounter. There will be much experimentation with various 
forms of government as the underdeveloped countries struggle 
to make themselves self-supporting. They will try anything that 
promises to get them where they want to go. Forms of socialism, 
dictatorship and democracy, and combinations thereof, are 
being utilized. The complicated and sophisticated forms of 
government which have evolved in England and the United 
States, for example, will not be immediately acceptable, or even 
appropriate, in countries where a large proportion of the popu-
lation is illiterate and where there is a severe shortage of highly 
educated people to serve as political leaders, business managers 
and technicians. Visitors to these countries from the United 
States should leave their political prejudices at home. 
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There will probably be mixtures of government and private 
enterprise in the process of industrialization around the world. 
American businessmen who invest or trade in the developing 
areas (and their CPA advisers) may have to accustom them-
selves to a somewhat unfamiliar environment, in which political, 
social, and psychological factors are mingled with the purely 
business considerations which Americans are accustomed to 
regarding as dominant. Understanding of local conditions will 
facilitate negotiations abroad. 
Looking to the long future it may be hoped that all the de-
veloping countries will become desirable customers for U.S. 
goods and services and will offer opportunities for U.S. invest-
ment of private capital. And the possibility should not be over-
looked that by that time similar opportunities may open up in 
the communist countries. 
Foreign Competition for American Business 
International trade is not a one-way street. In recent years 
foreign competition has become a serious problem for many 
American businesses. This competition has not only affected 
sales of American goods in the export markets, but also at 
home. 
This situation was not wholly unexpected nor is it necessarily 
undesirable, but it does pose problems. 
At the end of World War II, the United States was the only 
great power whose productive plant was intact and which had 
an adequate supply of capital. In addition, it had developed 
superior technical ability and managerial know-how in the ap-
plication of mass-production techniques. There was a pent-up 
demand among the American people which encouraged the 
expansion of productive facilities. Now, with the help of the 
United States, the other great powers have recovered from the 
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ravages of the war, rebuilt their plants, developed managerial 
skills, applied the mass-production techniques and accumulated 
capital. They are now able to outsell American business in some 
areas. 
For example, in the production of high-quality typewriters 
and office machinery, cameras, bicycles, computers, radios, ma-
chine tools, automobiles and textiles, the Germans, Dutch, 
Swiss, British, Italians, French and Japanese are cutting into 
the sales of American manufacturers at home and abroad. 
Some writers have seriously questioned whether the ability of 
American producers to compete is declining. Foreign producers 
supposedly enjoy an advantage in lower wage rates, some tax 
advantages, and less price inflation in comparison with the 
United States. 
However, Benoit41 says that wage rates have risen just as 
fast in Europe as they have here, and that U.S. price inflation 
has been no greater than in Europe. What he thinks is respon-
sible for raising costs in the United States disproportionately is 
the slowness in the rate of productivity advance. He estimated 
an increase of only 13 per cent in output per man hour from 
1953 to 1959 in the U.S., while the corresponding productivity 
gain in Germany was 44 per cent, in France 48 per cent, and in 
Italy 46 per cent. 
Clearly, the key to price competitiveness is unit cost. Wage 
rates themselves are not the only determining factor. But short-
sighted collective-bargaining policies which raise labor costs 
without corresponding increases in productivity inevitably in-
crease unit costs. 
The comforting assumption that European labor unions 
would speedily make demands that would level off the cost dif-
ferential between their products and those made in the United 
States may not prove to be valid. It has been observed that 
recent labor settlements in England, Germany and France sug-
gest cooperation by European labor unions in the avoidance of 
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inflation and in keeping their prices competitive. Organized 
labor in Europe may not price itself out of the world market by 
excessive demands. 
In any event, increasing foreign competition is likely to re-
quire increased efficiency on the part of American companies. 
Conceivably, this may require some change in antitrust policies. 
Statistical studies may have to be made, perhaps by entire in-
dustry groups, to determine optimum size and operating con-
ditions for efficient production at lowest cost. In such studies, 
CPAs might well be called upon to take part. 
The president of one fairly large American manufacturing 
company has recently been impelled, partly by foreign com-
petition, to move a major plant from a high-labor-cost, high-
tax area, to another part of the United States where these basic 
elements of cost were much less. The plant had been in its 
former location for 50 years and employed twelve-hundred 
people. 
The decision to move was difficult, but necessary in order to 
maintain a profitable operation. Significantly, before the de-
cision was made, consideration was given to the possibility of 
moving the plant to a foreign country where it would be pos-
sible to operate at an even greater profit. Perhaps some Amer-
ican businesses will have to move their operations abroad if costs 
in the United States rise so high as to make prices noncompeti-
tive with foreign producers. 
Puerto Rico and many states of the United States have at-
tempted to lure industry by offering tax holidays and other ad-
vantages. Some of the underdeveloped nations may follow the 
same course. 
The prospect of American companies serving the home 
market from plants situated in other countries seems almost 
fantastic. Yet it is happening now, to a limited extent. Com-
parative costs may be decisive. 
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The European Common Market 
The success of the European Common Market may mean 
even tougher competition for American business ahead. 
This organization is one of the most amazing phenomena of 
the century. Achievements to date have surpassed the expecta-
tions of its founders. The European Economic Community (the 
official name of the Common Market) is far more than a device 
for lowering tariffs by common consent among a group of coun-
tries. The world has seen customs unions before. While tariff-
cutting is a large part of the program, the Community is in 
effect an economic unit. The plans go far beyond anything of 
this nature previously envisaged. The Community frankly aims 
eventually at political union—a United States of Europe. Mean-
while, it provides by gradual stages for the free movement of 
capital and labor (including professional services) among the 
members of the group. It has, for example, been responsible for 
the closing down of inefficient marginal coal mines in one 
country and the retraining and placing of the workers in profit-
able employment in flourishing industries in other countries. It 
has established a European investment bank and an overseas 
development fund to provide capital and credit on a cooperative 
basis. It is considering the establishment of a common cur-
rency, a central capital market and a banking system which 
might resemble that of the Federal Reserve System. 
In short, this group of six nations, with a highly educated 
governing and managerial class, a high proportion of skilled 
workers, a population of 172,000,000 people and a gross annual 
product of some $220,000,000,000 is rapidly putting itself in a 
position to operate economically as an integrated unit, utilizing 
its resources most efficiently and sharing its advantages equally 
among the members. 
To be sure, the European Economic Community has prob-
lems—big ones. Politicians supported by nationalistic pride will 
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not easily turn over authority to a supranational economic body. 
Quarrels among the members may retard progress. But the fact 
is that the accomplishments of the Community in the first few 
years of its existence have astonished everyone, including the 
members themselves. It is unlikely that the peoples of Europe 
will abandon an institution which has already significantly 
raised their standard of living. 
Freedom of International Trade 
and Investment 
The American response to the Common Market was the 
Trade Expansion Act of 1962, which provides for broad-scale 
lowering of tariffs by mutual agreement. Preliminary negotia-
tions with Common Market countries, in Geneva in 1963, paved 
the way for full-scale bargaining sessions in 1964 under the 
auspices of the General Agreement on Tariffs and Trade 
(GATT). The bargaining was hard and the results discourag-
ing. The Europeans obviously feel themselves in a strong position 
and are not inclined to make concessions not compensated for 
by modifications of United States tariffs. The notorious "chicken 
war" of 1963 is symptomatic. 
A few years ago it was thought that the Common Market 
might rapidly expand into an Atlantic Community, including 
the United States. While the idea has not died, this prospect 
now seems a long way off, in view of the inability of the United 
Kingdom to obtain admission to the Common Market on satis-
factory terms. Actually, Britain is working closely with the 
Common Market and seems sure to become a member sooner 
or later. 
Generally, however, the trend seems to be in the direction of 
freer international trade. The European Free Trade Association, 
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sometimes known as the "Outer Seven," was organized with 
British initiative soon after formation of the Common Market. 
Special trading arrangements among the British Commonwealth 
countries have proved mutually advantageous. It seems reason-
able to expect that these examples may be imitated in other 
areas of the world. 
"It is likely that further international blocs similar to the 
European Common Market will develop. The historical union 
of have-nots against the haves may give rise to new political, 
regional, or racial groupings seeking to improve their positions 
by whatever means they can."42 
High-tariff sentiment in the United States seems to have 
weakened. All in all, it seems probable that in ten years or so 
international trade will have come to occupy a place in the 
economic life of the United States far greater than is even now 
imagined. 
The United States has already invested many billions of pub-
lic and private dollars in foreign countries—more than five bil-
lion in Western Europe alone. Recently, nationalistic pride 
abroad has created some resistance to an increase of such in-
vestments. In addition, the U.S. antitrust and tax laws are re-
garded by many American businessmen as serious barriers to 
international ventures. These factors may have a temporarily 
discouraging effect, but it seems likely over the long pull that 
there will be more, not less, American capital flowing outward 
to other parts of the world. 
Historically, auditing and financial reporting have gone along 
with capital investment. 
International Accounting Standards 
Conformity of standards of accounting and auditing through-
out the world would greatly facilitate international investment. 
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The present diversity in financial reporting is a serious obstacle. 
Many of the speakers at the International Congress of Ac-
countants in New York in 1962, voiced the need for greater 
uniformity in presentation of financial statements and in audit-
ing standards among the various countries. 
The Institute's committee on international relations has 
analyzed the differences in principles and practices in twenty-
five important countries and the results of the study were pub-
lished in 1964. This, however, is only a first step. Any effort to 
obtain international agreement on accounting principles and 
auditing standards would confront enormous difficulties; yet it 
would clearly be a highly desirable development. Perhaps it 
could be accelerated by insistence on the part of governments, 
banks and private sources of capital that principles and stan-
dards acceptable to them be followed as a condition of granting 
loans or making investments. 
Meanwhile, better facilities for the exchange of information 
and opinion among accountants of the several nations would be 
helpful. The International Congresses are held only once in 
every five years. They attract large attendances, but much of the 
time is devoted to social activities. Historically, the congresses 
have not taken positions on matters of policy. It has been sug-
gested that smaller meetings, consisting of a relatively few dele-
gates from each participating country, should be held more fre-
quently. At such meetings, serious discussions in depth of tech-
nical and professional problems of common interest might result 
in agreement on recommendations to the professional organiza-
tions which the delegates represented. 
It has also been suggested that an international information 
center be established by the professional accounting organiza-
tions of the world, with a full-time secretariat charged with the 
duty of distributing professional publications and disseminating 
technical information on an international scale. Such an inter-
national center might also offer guidance to newly developing 
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professional societies in countries where a well organized pro-
fession does not yet exist. Advice and guidance from an inter-
national center might be more palatable to the emerging na-
tions than suggestions emanating from the United States, the 
United Kingdom or other individual countries. Such a center 
might also arrange exchanges of staff accountants and teachers 
among countries which desire such exchanges. 
Informal meetings of accountants of different countries will 
help in developing friendly relations and mutual understanding. 
When a professional accountant travels abroad, he should en-
deavor to meet with some of his colleagues in the country which 
he visits. Arrangements might be made for talks before groups 
of accountants by visiting professionals from other countries. 
International Accounting Practice 
The largest accounting firms in the United States have for 
many years maintained world-wide arrangements for the audit 
of branches or subsidiaries of the giant U.S. corporations which 
have long been operating in all parts of the globe. Some inter-
national accounting partnerships have been formed through 
consolidation of existing practices in various countries. In other 
cases, less formal correspondent relations have been established 
between U.S. accounting firms and colleagues abroad. More re-
cently, many smaller CPA firms have found that their clients' 
interests required service in countries outside the United States, 
and they have frequently made arrangements with reliable ac-
counting firms in or near those countries to do the necessary 
work. 
As American business spreads around the world, however, the 
problem of providing adequate accounting and auditing service 
becomes more acute. 
In some countries, no organized accounting profession exists, 
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and in others the concept of the independent audit has barely 
taken root. In some parts of the world the professional account-
ant is charged only with the duty of attesting that certain legal 
requirements have been complied with, rather than expressing 
his own opinion as to the fairness of the representations in the 
financial statements. 
It is, therefore, not practicable to assume that any accounting 
firm which has qualified to practice under the laws of any coun-
try may be relied on to understand and comply with the pro-
fessional standards that prevail in the United States, the British 
Commonwealth countries, Holland and other nations in which 
the accounting profession has been well established for many 
years. 
In earlier days, American accounting firms or international 
firms simply established offices in countries where their clients 
needed service. But it is becoming increasingly difficult to do 
this, even if it were practicable in view of increasing demands 
on a global scale. Nationalistic feelings run high. National 
pride resents the suggestion that native accountants are inferior 
to those of foreign countries. As a consequence, many countries 
have adopted legislation which virtually prevents practice of 
the profession by foreigners. 
Perhaps the British and Americans are partly to blame for 
this. When they were permitted to open offices in various parts 
of the world, they evoked some resentments by limiting the op-
portunities for native accountants to progress beyond the level 
of staff assistants, by failing to learn the language of the country 
and to mingle with native accountants socially, and by seek-
ing accounting work of a purely local nature rather than con-
fining themselves to engagements involving enterprises in which 
capital from their own countries had been invested. 
The result has frequently been a reaction against British and 
American firms when former colonies or dependencies have 
achieved independence, or in other countries when the local 
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accounting profession believes itself competent to take over the 
accounting practice in that country. In some cases, British or 
American firms have actually been expelled. In other cases 
they have been permitted to continue, but not to import any 
more partners or staff from the country of origin. In many 
countries, it is impossible for a firm from another country to 
open a new office at the present time. While it may be possible 
for a firm from outside the country to make a single audit of a 
particular enterprise, this is obviously too expensive a process 
to continue on a recurring basis. 
In any event, it seems highly unlikely, in view of the demand 
for trained accountants at home, that United States firms could 
staff offices with U.S. CPAs in all parts of the world where 
United States businesses may need professional accounting 
service. 
Something needs to be done, and done quickly, to accelerate 
the establishment of fully competent native professional ac-
counting firms in all parts of the world. Otherwise the flow of 
capital to the countries that need it most may be impeded, and 
the industrial development of those countries may be conse-
quently retarded. 
American investors, for example, are not going to put their 
money in a foreign enterprise unless they are assured of reliable 
periodic reports on the results of the operations. They will ex-
pect United States accounting firms to assume responsibility, in 
one way or another, for independent audits of the foreign enter-
prises. Where reliable native accounting firms exist, they may 
serve as correspondents of United States firms, perhaps with 
representatives of the latter being present at the audit to make 
certain that the required program is followed. But where there 
are no local accounting firms whose experience justifies reliance 
on their work, it is highly desirable that auditors from outside 
the country be admitted to do what is necessary. 
Negotiations for relaxation of barriers to international prac-
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tice would be handicapped by the fact that the United States 
cannot offer full reciprocity to foreign accountants. The fifty-
three jurisdictions which administer the CPA laws of the 
United States all require citizenship as a prerequisite for the 
CPA certificate. Many of them have no provision for the recog-
nition of foreign qualifications as a basis for reciprocity even 
when a foreign accountant becomes a citizen here. (An en-
couraging precedent, however, was recently established in New 
York when the state authorities recognized membership in the 
Netherlands Institute of Accountants as a basis for authoriza-
tion to practice as a CPA in New York.) 
The American Institute of Certified Public Accountants has 
recommended provisions to permit foreign accountants to prac-
tice freely in this country under their own titles, as well as pro-
visions for issuance of CPA certificates to qualified accountants 
of other countries whose standards are equivalent to those of 
the United States. Very few states, however, have adopted the 
Institute's recommendations. 
Commercial treaties between the United States and other 
countries, being in effect an extension of Federal law, can over-
ride laws of individual states. In a few instances such treaties 
have contained provisions permitting free passage of profes-
sional people, including accountants, across the boundaries of 
the two countries concerned. Perhaps the possibility should be 
explored with the State Department of having similar pro-
visions included in international agreements providing for 
grants in aid or loans by the United States, or for tariff reduc-
tions. Free trade in professional services may prove to be as de-
sirable for all concerned as free trade in commodities. 
For the long pull, greater efforts should be made to accelerate 
the development of reliable professional accounting firms in all 
parts of the world. Many young people from South America, 
the Orient and other parts of the world are coming to American 
universities for training in accounting. This should be en-
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couraged. The Institute's committee on international relations 
is studying the possibility of giving some form of recognition to 
to such students, with the thought that they would return to 
their own countries with some identification of competence from 
the American Institute. This might help them to assume leader-
ship in improving the standards of accounting in their own 
countries. 
Perhaps it would be even more helpful if individual CPAs 
were to go overseas as teachers and as employees of accounting 
firms in other countries. Exchange programs might be de-
veloped through which nationals of other countries could ob-
tain experience with American firms while Americans obtained 
experience abroad. The result should be improvement in mutual 
understanding and a trend toward a common level of com-
petence. 
All this suggests that young American accountants would be 
wise to acquire familiarity with at least one foreign language. 
While English is widely understood by accountants in many 
parts of the world, the American who can speak nothing but 
English is at a disadvantage abroad. Inability to converse in a 
foreign tongue suggests that everyone else ought to learn English, 
and this implies an attitude of superiority which does not win 
friends or influence people. 
Management Aids in International Business 
While the competition is becoming stiffer, the United States 
is still generally recognized as the industrial leader of the world. 
In techniques of mass production, in automation, in research 
and development, and perhaps in marketing methods, American 
business is widely imitated in other countries. 
There is considerable evidence that this imitation extends to 
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accounting methods and procedures, both in external reporting 
and in internal management controls. 
Generally, financial reporting procedures abroad are less in-
formative than those in the United States. For example, the 
predetermination of reported income by the use of secret re-
serves is still quite common. But in recent years, published re-
ports of foreign corporations—especially those whose securities 
are sold internationally—show a tendency to move toward 
American standards of disclosure. Foreign companies which 
wish to market their securities in the United States must con-
form with SEC reporting requirements, and may need the as-
sistance of American CPAs in the preparation of financial 
statements to be filed with registration statements. 
Foreign accountants and businessmen seem eager to learn 
from Americans what they know about data processing, modern 
information systems, budgeting, cost controls, forecasting and 
other related aids to management. Certified public accountants 
who are adept in these areas may receive attractive offers to 
work with foreign companies abroad, either as consultants or 
employees. 
The president of a large American company has said that 
in international operations most companies cannot readily find 
abroad all the special skills they need, and that their American 
accounting firms might well supply expert assistance both in ac-
counting and management services. Even a smaller American 
company, which may find opportunities to sell some small com-
ponent part to a European manufacturer, for example, may ask 
its CPA firm for assistance in handling accounting, financial, 
and related aspects of the transaction. The probability that 
smaller American companies may establish subsidiaries or 
branches abroad, may merge with foreign companies, or may 
participate in international consortiums, opens up interesting 
opportunities for CPAs who are well informed and alert to 
international trends. 
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Conclusion 
CPAs in the United States may not feel the impact of inter-
national developments as rapidly, or in as great numbers, as 
they will feel the impact of changes in the social, economic and 
political environment in the United States itself. 
Yet it seems highly probable that in the years immediately 
ahead CPA firms of all sizes in this country will find themselves 
in one way or another involved in international affairs. 
Each CPA firm must decide for itself how much preparation 
should be made. At a minimum, present clients should be en-
couraged to consider whether opportunities may soon present 
themselves for profitable activities outside the United States, 
and whether they may be affected by foreign competition here 
at home. 
Meanwhile, the American Institute should decide what pri-
ority should be given to international problems in the next 
decade and how much of the Institute's resources can reason-
ably be allocated to activities in this field. For example: 
1. What should be done, on an institutional basis, about as-
sistance to government in connection with foreign grants and 
loans? 
2. To what extent should CPAs participate in technical aid 
programs? 
3. What should be done about cooperation with foreign 
accounting organizations? 
4. What can be done about exchanges of teachers and staff 
assistants? 
5. How can international distribution of technical informa-
tion be arranged? 
6. How can international standards of accounting and audit-
ing be developed? 
7. Is international accreditation of accounting practitioners 
or firms a desirable objective? 
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8. How can freedom of passage of professional accountants 
across international boundaries be facilitated? 
Without forward planning and appropriate action now, the 
CPAs of the United States may wake up some morning five or 
ten years hence and find that they have missed the interna-
tional bus. 
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SECTION II 
PROFESSIONAL 
ACCOUNTING SERVICES 
There is a tide in the affairs of men, 
Which, taken at the flood, leads on to fortune; 
Omitted, all the voyage of their life 
Is bound in shallows and in miseries 
S H A K E S P E A R E , 
Julius Caesar 
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CHAPTER 6 
What is the Practice of Accounting? 
T H E time has come to formulate a philosophy of 
professional accounting practice as a whole. The term philos-
ophy is used here in the sense of "that department of knowledge 
or study which deals with ultimate reality, or with the most 
general causes and principles of things." 43 
Without a conceptual framework based on a logical founda-
tion, it is difficult to talk about the profession's future. It is 
difficult even to describe the profession to the public—or for 
that matter to its own members. 
Everyone sees the practice of accounting from his own point 
of view, colored by his own experience. Any discussion of the 
profession's needs and opportunities is usually inconclusive be-
cause the participants are reasoning from different assumptions, 
derived from their own personal exposure to accounting in the 
particular environment in which they happen to find them-
selves. 
To some people accounting is just another word for book-
keeping. Even to some CPAs the practice of accounting is 
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largely write-up work and the preparation of tax returns. 
Others regard the opinion audit as the highest form of pro-
fessional practice. Still others find tax practice or management 
services far more challenging and creative than auditing. 
It is not surprising that there are wide differences of opinion 
within the profession on objectives and policies in every area 
of concern—the appropriate scope of practice, principles and 
standards, ethics, education, research, organization, legislation 
—the whole gamut of professional problems. 
But even more important is the danger that the lack of a con-
ceptual framework, within which all aspects of accounting 
practice may be logically fitted together, will result in failure 
to perceive gaps in the structure. 
Opportunities for improvement or extension of present serv-
ices may be overlooked if the essential nature and purposes of 
existing services are not clearly understood. History shows that 
if a need for a new professional function emerges, it will be 
filled somehow. If an existing profession doesn't fill it, a new 
profession will arise, or a neighboring profession will take over 
the job. 
The emergence of the CPA profession itself, largely in re-
sponse to new social needs for independent audits and income-
tax service, vividly illustrates the point. 
Survival Needs 
How can a philosophy of professional accounting practice be 
formulated? 
Peter F. Drucker, one of the most imaginative writers on the 
current social scene, provides a clue.44 He is talking about a 
theory of business management, but the principles are ap-
plicable to the accounting profession as well. 
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The first step is to answer the question: "What are the sur-
vival needs of the profession?" 
To paraphrase Mr. Drucker, the question might be answered 
as follows: 
1. The profession must be organized for effective perform-
ance, and be capable of perpetuating itself. An organization 
consists of people. They must know how their own special func-
tions contribute to the total end-result of the activity as a 
whole. That knowledge must also be imparted to a continual 
influx of new people, since the profession has to be able to 
survive the life-span of any one man. 
2. The profession is a creature of society. In order to con-
tinue to exist it must convince society that it is doing a necessary 
and useful job. Anticipation of social climate and economic 
policy, and preparation to meet the needs of both, are survival 
needs of the profession at all times. 
3. The specific purpose of the profession is to supply eco-
nomic services. The services must be needed and wanted. But 
since the economy is always changing—and in these times of 
scientific and technological developments changing very rapidly 
—the profession can survive only if it adapts its present services 
and inaugurates new services to meet the changing wants of 
the economy. 
Having identified the basic survival needs, the next step in 
formulating a theory and a discipline of professional accounting 
practice is to develop clear concepts and usable measurements 
which will make it possible to set objectives and evaluate per-
formance in each of these areas. 
Since there will inevitably be multiple objectives, no single 
yardstick can be the gauge of total performance. There must 
be a rational and systematic approach to the selection and 
balance among objectives, so as best to provide for survival and 
growth of the profession. There are never enough resources to 
cover all the activities that it would be desirable to undertake 
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at any one time. Allocation of resources to objectives in order 
of priority is essential. 
All this is very general, and by definition theoretical. But the 
application of these thought-processes—new and tentative as 
Mr. Drucker freely concedes they are—would go a long way 
toward answering the question: "What is the practice of ac-
counting, and where is it headed?" 
Fortunately, thoughtful members of the profession have been 
studying this question for many years, and some useful answers 
are being developed. 
Three Basic Ideas 
Three new ideas are taking root which could help greatly in 
determining the needs of professional accounting for survival 
and growth in the environment which seems likely to emerge in 
the United States during the next few decades. 
The idea that the accounting function embraces the measure-
ment and communication of all financial and economic data is a 
breakthrough in the thinking of certified public accountants 
about themselves. This idea was first expressed with the quali-
fication. "If 'economic' seems too broad, 'financial' seems too 
narrow."45 
Lest this definition of accounting seem presumptuous, it 
should be explained that it is not intended to preempt the 
fields of the economist, the statistician, the investment analyst, 
or many others who quite properly also measure and communi-
cate financial and economic data for one purpose or another. 
CPAs measure and communicate such data largely for con-
trol and information purposes, most frequently for a total eco-
nomic entity—a business, a governmental unit, a nonprofit 
organization. Other experts analyze similar data, but usually 
117 
for more specialized purposes—sometimes broader, as in the 
case of economists in estimating national income or gross na-
tional product; sometimes narrower, as in the case of a statisti-
cian concerned with only one phase of a business, such as 
market surveys. 
Admittedly, the concept of accounting as the measurement 
and communication of financial and economic data needs 
more study, elaboration and refinement. But it does provide a 
starting point for a rational theory of professional accounting 
practice as it has actually been developing. 
For one thing, it emphasizes that accounting can and does 
deal with data not only in terms of money symbols, but also in 
terms of material, labor, time, index numbers, and other valid 
units of measurement. Accounting is not, as many suppose, con-
fined to financial data. For decades, most CPAs, as well as most 
of the public, have equated the term accounting with double-
entry bookkeeping, balance sheets, income statements and tax 
returns, plus a few incidental and supplementary services. The 
concept that accounting properly includes the classification, 
analysis and interpretation of any data which can be expressed 
in numbers or other quantitative symbols opens up vast new 
areas. 
A second emerging concept is that a professional accounting 
service can be an integrated service, covering all of manage-
ment's needs in the measurement and communication of finan-
cial and economic data—both for purposes of external report-
ing and internal planning, control and decision-making.46 It is 
beginning to be understood that a CPA will not be able to make 
a satisfactory audit under the conditions of a decade or two 
hence, unless he understands the methods by which internal 
information is generated and communicated, and the bases on 
which decisions are made. In other words, he must understand 
the organization and the whole information system even to dis-
charge his function as auditor. He should put this knowledge 
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at the disposal of management for internal purposes as well as 
for external reporting. 
The third idea of fundamental importance is that the attest 
function, up to now most prominently identified with the CPA's 
opinion based on audit of conventional financial statements, can 
naturally and properly be extended to other areas. 
There is no reason, given the development of appropriate 
standards, why a CPA might not express an opinion in suitable 
terms, and with whatever reservations may be necessary, on the 
credibility of statements of cost, the reasonableness of estimates 
of productivity per man hour of labor, or any other quantitative 
statement which can be supported by satisfactory evidence.47 
When these three concepts are considered together, they dis-
close opportunities for service to society far beyond those which 
most CPAs have undertaken up to now. 
It is to be expected that these ideas—which are radical in the 
literal sense of that term—will meet with widespread resistance. 
They will have difficulty in breaking through what John Gard-
ner has called "the crusty rigidity and stubborn complacency of 
the status quo."48 
All ideas which conflict with traditional attitudes are resisted 
—and this is no doubt a good thing. Assumptions and pro-
cedures which are known and have been tested should not be 
abandoned or modified by the adoption of new approaches until 
those new approaches have been shown to be sound. 
It is time, however, to give these three propositions the widest 
possible exposure—and to begin the debate, if debate is neces-
sary—in order that the accounting profession may make a con-
scious decision as to what it considers its proper place in this 
rapidly changing society. 
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Evolution of Professional Accounting Practice 
It is well known that accounting, in the sense of record-
keeping, is as old as civilization itself. 
The development of double-entry bookkeeping in the fif-
teenth century was a tremendous advance of historic impor-
tance. It facilitated the construction of financial statements 
showing financial position and results of operations of an entire 
enterprise, tied in with self-proving records which could be 
checked to underlying evidence so as to establish the reliability 
of the statements as a whole. 
The invention of the corporation in England in the eighteenth 
century created the need for independent examination of finan-
cial statements. The separation of management from owners 
(stockholders) required a report of stewardship by those in ac-
tive charge of the business to those who had invested in it. Since 
there was a potential conflict of interest between management 
and stockholders, and since human frailty, dishonesty, ignorance 
or error might result in misleading reports, it became a require-
ment of the law that the accounts of management be subjected 
to independent check by outside experts. Thus did the inde-
pendent audit come into being. 
The independent audit was a great stimulus to the profes-
sionalization of accounting. For the first time accountants as-
sumed a responsibility apart from that of their employers; they 
obtained statutory recognition; they were held legally liable for 
their opinions. 
The independent audit acquired a status in and of itself. A 
substantial literature on auditing was produced. Through the 
writings of experienced accountants, pronouncements of pro-
fessional accounting societies, rulings of courts and acts of legis-
latures, a number of conventions and standards relating both to 
auditing procedures and to accounting principles underlying 
financial statements evolved over the years. Professional ac-
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countants rendered other services to clients, but they were re-
garded as less significant than the audit of financial statements 
for external reports. 
No substantial literature, conventions or standards related 
to these other services have been developed even to this day. So 
strong is the identification of the professional accountant with 
the independent audit that chartered accountants in England 
and certified public accountants in the United States are still 
frequently referred to as "the auditors." And it is widely as-
sumed that what they audit—the only things they audit—are 
balance sheets and income statements. Auditing continues to 
be the principal service of practicing CPAs, and it may continue 
to be. But the scope of auditing seems likely to be broadened, 
and the objectives and procedures of auditing may be altered, 
as a result of changes in technology and in the way business is 
organized and conducted. 
The income tax generated a sudden, widespread demand for 
professional accounting assistance. Accountants were expert in 
the determination of income. Since income was the basis of the 
tax, thousands of small businessmen, who previously had had 
no concern with auditing or with professional accountants, 
needed expert help. They still do. Tax practice has become an 
important part of the practice of certified public accountants. 
Many CPAs have become specialists in taxation. Nevertheless, 
tax work is still regarded by many as subordinate to the prin-
cipal professional accounting service, auditing. 
From the beginning professional accountants performed var-
ious other services for their clients, such as the installation of 
bookkeeping systems, improvement of internal control, special 
investigations for various purposes, and advice on miscellaneous 
business and financial problems. But these services were re-
garded as incidental by-products of the main service of auditing, 
and were a small proportion of the total volume of CPA 
practice. Recently, however, clients' demands have expanded 
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the scope of these various services, which for want of a better 
name are generally referred to as "management services." The 
scope of such services has not been authoritatively defined. Any-
thing which is not auditing or tax work is often said to be a 
management service. Generally, such services have been under-
taken only at the request of clients. Until recent years no effort 
was made by most CPA firms to offer management services as 
an organized, continuous part of their practice. 
Certified public accountants have thus come to regard their 
practice as consisting of four distinct elements—accounting, 
auditing, taxes and management services—only loosely related 
to each other. The "opinion audit" has been regarded as the 
highest type of professional service. It has been the source of 
the greater part of the gross fees of the profession taken as a 
whole. But a client could buy any one of a variety of services 
all by itself—a tax return, a cost system, or an audit. 
As a consequence, CPAs themselves have tended to divide 
into three classes: the accountant-auditors, the tax men and 
the management-services men. To a certain extent they have 
different attitudes, often different educational backgrounds, 
and different opinions about how the profession should develop. 
Even within CPA firms there are occasional cleavages on policy 
questions among the partners who have specialized in the differ-
ent areas. 
There are unfortunate overtones, from a public-relations 
viewpoint, in the division of accounting practice into apparently 
disparate parts. This division does not create the impression of 
a professional discipline embracing a broad field of knowledge, 
and entrusted with a mission of significance to society as a 
whole. Lawyers, for example, do not describe their practice as 
divided into compartments, such as contracts, torts, and 
criminal law. They say that the law is a "seamless web" which 
covers every phase of human activity. They are correct in this. 
But a similar statement could be made of accounting. 
The measurement and communication of financial and eco-
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nomic data extend into every phase of the wealth-producing 
and wealth-distributing activities of civilized society. The uses 
of such data are almost infinite in number and variety: they 
interrelate and overlap in countless combinations. The underly-
ing theories, principles, and techniques of measurement and 
communication, both continually being enlarged and refined, 
also constitute a "seamless web" of knowledge and skill, one 
part of which is incomplete without the other. 
Now some of the leaders of the profession are realizing that 
professional accounting has an opportunity—indeed, an obli-
gation—to meet the needs of clients and the public generally 
for the measurement and communication of financial and re-
lated data for any and all purposes. It is being recognized that 
the same elements of business operations have to be presented 
in various ways, in various detail, for a variety of requirements. 
Users of such data, both outside the business and within it, are 
concerned for different reasons with sales, prices, income, costs, 
expenses, profits, capital, return on investment, and countless 
other data—past, present and future. Considerations of economy 
and efficiency suggest that the CPA, who must familiarize him-
self with these elements in his capacity of independent auditor, 
should also deal with the same elements in the different con-
texts which his client may find necessary for a multitude of 
other purposes. 
It is also becoming clear that every client needs professional 
accounting assistance, in varying degrees, in all areas of the 
CPA's practice: auditing, taxes and management services. In 
fact, there is no logical separation of the three. They all in-
clude the classification, analysis and interpretation of much 
of the same data, but for different purposes. If some clients 
have internal staff accountants who are competent to perform 
most of the needed services, the advice and assistance of prac-
ticing CPAs, whose broader experience can be brought to bear 
on specific problems, can still be helpful. 
Any aspect of the CPA's work will have greater value to the 
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user if the CPA attests to the results—in other words, if he takes 
responsibility for the credibility of the data he presents, within 
whatever limitations may be necessary. He may take responsi-
bility to whatever extent and in whatever terms may be appro-
priate in the circumstances. Attestation may take the form of a 
formal opinion, a letter, a report, or a memorandum; it may 
point out the limitations of the evidence available to support the 
opinion; it may explain the possible impact of uncertain future 
events on the judgments embodied in the opinion. In other 
words, it may say what the CPA has done, on what his judg-
ments are based, and what his professional opinion is in the 
light of all the circumstances. But the fact that he stands be-
hind it and stakes his reputation on it gives added value to what-
ever he says. 
To sum up, the fragmentary, limited-purpose, piecemeal ac-
counting services of the remote past—performed once a year, 
or on a one-shot basis—are tending to become a continuous 
professional consulting service. The independent audit will con-
tinue to result in attestations designed for external-reporting 
purposes, but may also embrace periodic re-examinations of the 
internal information system, organizational structure and deci-
sion-making processes, with attestations to management on 
what is satisfactory, and recommendations for improvement of 
what is not. 
There are two possible alternative approaches. One is that 
certified public accountants be divided into two professions— 
one consisting entirely of independent auditors, and the other 
composed entirely of consultants to management. Some ob-
servers fear that the independence of the auditor may be im-
paired by too close an association with management and its 
internal problems. This is not the official view of the Institute, 
whose ethics committee has recently announced that there is 
no reason why tax or other services to management should im-
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pair the objectivity of the independent auditor so long as he 
does not participate in managerial decisions.49 
A second alternative is to let other specialists take over the 
measurement and communication of data in the areas of in-
ternal information systems, organization, and decision-making 
processes. So far no group of such specialists has achieved pro-
fessional status, discipline, or identification in the eyes of the 
public. But some of them are beginning to work in this direc-
tion, and in time they may succeed. If CPAs abandon this en-
tire field, however, it might lead eventually to the loss even of 
the independent audit function, for reasons to be discussed in a 
later chapter. 
Either alternative would involve substantial economic loss. 
The client would have to pay two professional firms to do what 
one could do more efficiently. The auditor must be familiar 
with the client's organization, the information system, the man-
agement personnel, and with many of the financial and business 
problems. He already possesses skills in the measurement and 
communication of economic data which equip him to aid the 
client in solution of internal problems. It would hardly make 
sense to businessmen to be required to employ another account-
ing consultant for the latter purpose, who would have to learn 
what the auditor already knew about the internal structure of 
the business before the consultant could perform services which 
the auditor was already equipped to perform. 
Conclusion 
The propositions discussed in this chapter provide at least a 
tentative basis for the formulation of a philosophy of profes-
sional accounting practice. 
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Broadly, it can be postulated that the social mission which 
certified public accountants are expected to perform is the 
measurement and communication of financial and economic 
data—mainly for economic entities, and mainly for control and 
information purposes. 
The service falls into two general categories: (1) external 
reports to outsiders, and (2) internal reports, advice and assist-
ance to management. The same data, or types of data, may be 
useful to both, but the arrangement, scope, interpretation, fre-
quency and extent of detail will vary widely, in both categories, 
according to the end-purpose in view. 
It remains to determine the needs of the profession for sur-
vival and growth. 
The first five chapters of this book outlined some of the more 
important social, economic, political and international trends 
which might affect the professional practice of accounting. 
What adaptation and innovation appear to be necessary to 
meet anticipated social and economic needs? 
What specific objectives should the accounting profession set 
for itself to bring about the necessary adaptation and innova-
tion? 
In what order of priority should these objectives be arranged, 
and how should resources be allocated among them, to accom-
plish the desired results? 
The remainder of this book will be devoted to a discussion of 
these questions. 
In considering the first one—what adaptation and innovation 
are needed—the following observations provide a challenging 
introduction: 
"The justification for accounting is the usefulness of its out-
put and most of that usefulness lies in planning and decision-
making. Accounting will either continue to grow in the service 
of management, or it will be left to wither in the doldrums of 
double-entry at the end of a long-dry vine.. . . 
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"It is not too far-fetched to visualize the accountant in a 
not too distant time, called upon not only for more than mere 
attestation of management's reports, but for an extended and 
considered opinion of what the reported data may be taken to 
m e a n . . . . 
"Similarly, there are tasks ahead in the area of government 
and public policy. Not only is government a big business, but it 
needs the kinds of services accountants can render in both the 
managerial and the reporting phases."50 
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CHAPTER 7 
Financial Reporting to Investors 
THE original user of audited financial statements 
was the stockholder: in effect, the independent audit was in-
vented for him. 
The English Companies Acts of the mid-nineteenth century 
required that the auditors state whether, in their opinion, the 
balance sheet exhibited a "true and correct" view of the com-
pany's affairs. But no criteria were provided by which truth 
and correctness were to be determined. 
The accounting profession, which was only in its infancy, 
had to do the best it could. "True and correct" (later "true and 
fair") became largely a subjective determination. The only 
standards were decisions of the courts in particular cases, and 
these were often vague and subject to conflicting interpretations. 
Perhaps nobody cared very much. The investor class was not 
numerous. Many investors no doubt were "insiders," with ac-
cess to information about the company's affairs. Many others 
perhaps regarded themselves as more or less permanent partici-
pants in the enterprise, actively exercising their right to control 
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the management through the election of directors and by voting 
at the annual meeting. 
As long as the auditors provided some safeguard against 
fraud and deliberate deception, no one seemed to object to the 
management's selection of whatever accounting practices it 
preferred as a basis for its financial reports. No one had to 
answer the question, "True and correct in accordance with 
what?" No one was buying or selling on the basis of earnings 
per share. 
The assumption that management could choose its own ac-
counting practices was transplanted in the United States in the 
late nineteenth century. With some modification by the SEC, it 
persists today. 
But England of a century ago is quite different from the 
U.S. of the 1960's. 
There are about 8,000 corporations whose securities are 
registered under the Securities Acts, and are therefore available 
to the public. The separation of management and ownership in 
most of these corporations is almost complete. The stockholder, 
more often than not, has no control over management, nor over 
the disposition of corporate resources. His rights, as a practical 
matter, are to receive a share of the corporation's earnings and 
to sell his stock if he so desires. 
There are an estimated 18 million stockholders—many of 
them individuals whose holdings are small, but often repre-
sent a substantial part of their savings. These individuals consti-
tute a potentially powerful political force. 
While the number of individuals owning stock is large, a 
large proportion of all corporate stock is owned by insurance 
companies, mutual funds, pension and welfare funds and other 
institutions, many of which have accumulated the savings of 
individuals for investment. 
With relatively few exceptions, these investors—whether in-
stitutional or individual—are not interested in influencing the 
129 
management or controlling corporate policies. Generally speak-
ing, if investors don't like what they learn about a corporation 
whose stock they own, they sell it. 
Today's investors have a multiplicity of choices. They con-
sider one company as compared with another in deciding where 
to put their money to work. Accordingly, there is a mounting 
desire for earnings figures which are "comparable." 
Today's investors are mainly concerned with what a com-
pany's prospects are for the future. They are interested in divi-
dends and capital gains, both of which depend on earnings. 
Only as the past may be a guide to the future—an indication of 
earnings trends—are most investors interested in what has al-
ready happened. 
Much importance is attached to the "earnings per share" 
figures reported in the financial press. Any report of an increase 
or decrease in earnings per share is likely to result in a rise or 
fall in the price of a stock on the exchanges. 
There is some reason to doubt whether most individual in-
vestors, and even some of those who advise investors, under-
stand accounting well enough to interpret properly the financial 
statements they receive in corporate reports. 
In an address before the Institute in 1963, Gerald L. Phil-
lippe, then President of General Electric, declared: "The pub-
lic expects—and, in fact, really believes—that financial state-
ments say a lot more, and more accurately, than they do." 
In this combination of circumstances there are explosive po-
tentials for both corporate management and the accounting 
profession. A sustained decline in prices of corporate stocks 
would adversely affect many millions of citizens. Their plight 
would attract the sympathetic interest of their representatives in 
Congress. Questions might be asked: "Who was responsible for 
the encouraging earnings reports of recent years?" "Who was 
responsible for the accounting principles and practices on which 
those reports were based?" "Where were the auditors?" 
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Improvement in Financial Reporting 
Many important steps have been taken over the years to im-
prove financial reports to investors in the United States. It is 
greatly to the credit of the CPA profession that it has taken the 
initiative in many of these steps, and has cooperated actively in 
others. 
In the early 1930's a standard form of auditor's opinion was 
developed which included two highly important innovations: 
(1) a criterion, "accepted accounting principles," in accordance 
with which the auditor forms his opinion as to the fairness of 
presentation of the financial statements; and (2) a requirement 
that the auditor state whether or not such principles have been 
applied on a basis consistent with that of the previous year. 
With the passage of the Securities Acts in 1933 and 1934, 
the Securities and Exchange Commission was empowered to 
prescribe accounting procedures. It has chosen not to exercise 
this authority directly. Rather, it has relied on the accounting 
profession to formulate statements of accounting principles and 
procedures, which the SEC may then require registered cor-
porations to observe. 
From time to time, when controversy arises over corporate re-
ports for one reason or another, the fear is expressed that the 
SEC may decide that progress is too slow, and proceed to 
promulgate rules of accounting that all registrants must follow. 
At such times, spokesmen for the Commission have on occa-
sion given the profession reassurance that the present processes 
were satisfactory. For example, in 1964, a member of the SEC 
said: 
"Fair, adequate, understandable disclosures under these acts 
begin with the corporate accounting records and the financial 
statements synthesized from them. Almost everything else to be 
said about a company and its securities either affects or explains 
—finds cause or effect in the profit and loss statement and the 
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statement of condition. In a very real sense the accountants are 
the unsung heroes of many a corporate drama and many an ac-
tor on the corporate stage cannot play his more dramatic part 
until the less spectacular work of the financial officer and ac-
countant has arranged the scenery and perhaps established the 
basic theme. 
"Only we who live with these statutes can fully appreciate 
the extent to which, in the evolution of our regulatory scheme, 
we have relied upon the accounting profession to establish 
standards and to apply them or the extent to which the ac-
countants' work has influenced administrative policies generally. 
This reliance furthermore has been at the profession's invita-
tion. 
"With statutory authority reposing in the Commission to 
prescribe—to require—to dictate by rule how financial state-
ments should be prepared and presented, the Commission very 
early in its life, at the request of the profession, stood aside and 
not only withheld governmental action but actively encouraged 
the full self-development of the initiative sought to be exercised. 
The wisdom of that regulatory decision and the soundness of the 
administrative trust thus demonstrated really have never been 
seriously questioned. For twenty-five years it has been the ex-
ceptional situation which prompted the Commission to speak 
directly by rule on matters of accounting principles. 
"The profession thus has performed an important role as a 
self-regulatory institution. Although it is not the holder of dele-
gated governmental power, as is the NASD or the stock ex-
changes, its accomplishments are a credit to volunteer activity— 
shaped by general statutory principles—which achieve a species 
of compulsion without the customary trappings of the com-
pulsory process. 
"We have a continuing interest in the viability of this effort— 
this process, or however it should be described. Speaking for 
myself, it is better, I think, to have some of the looseness—the 
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creaking joint, if you will—some sacrifice of the ultimate in con-
sistency and uniformity and acceptability under such a system 
than to seek the rule—government or industry inspired—which 
either binds people to a rigid conformity or sets up a standard 
from which departures multiply in achieving solutions to prob-
lems."51 
Encouragement of this kind should not, however, be an ex-
cuse for complacency. In fact it underlines the heavy responsi-
bility which the accounting profession has sought and assumed. 
The fact that a member of the SEC publicly acknowledges re-
liance on the profession should inspire even more vigorous ef-
forts to improve financial reports to investors by voluntary ac-
tion, and thus make even more remote the necessity for com-
pulsion under law. 
It should always be borne in mind that a wave of public dis-
satisfaction with financial reports could lead to Congressional 
pressure on the SEC to exercise its authority—pressure which 
conceivably it would be impossible to resist. The consequences 
for the private-enterprise system could be far-reaching. If gov-
ernment took the course of prescribing accounting rules, it could 
determine, within broad limits, the amount of annual net in-
come which registered corporations could report. 
It seems clearly in the best interests of corporate manage-
ment, as well as the accounting profession itself, to take what-
ever steps may be necessary to preserve the present voluntary 
system. 
Three Basic Concepts 
The Securities Acts have been described as disclosure statutes. 
They emphasize disclosure of financial information for the pro-
tection of investors. Footnotes to financial statements may in 
some circumstances be accepted as adequate disclosure, in lieu 
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of inclusion of certain types of information in the body of 
financial statements. Footnote disclosures, however, do not ordi-
narily enter into the computation of earnings per share. 
The SEC has also recognized the concept of materiality. 
Amounts which are not material need not be disclosed. What 
is material is generally described as what an average prudent 
investor ought to know. 
Of basic importance is the SEC's pronouncement that the 
primary responsibility for financial statements rests upon man-
agement. Reliance on independent auditors does not relieve 
management of this responsibility. "Accountants certificates 
are required not as a substitute for management's accounting 
for its stewardship, but as a check on that accounting."52 From 
this concept, as well as from the early English tradition, flows 
the premise that management has the responsibility for selecting 
the appropriate accounting principles to be employed in its 
financial statements. 
Accounting Principles 
In the late 1930's the American Institute of Certified Public 
Accountants created formal machinery for the written expres-
sion of what constituted "generally accepted accounting prin-
ciples." 
This machinery now consists of the Accounting Principles 
Board, backed by a full-time Accounting Research Division 
under a Director of Accounting Research. Over a twenty-five 
year period, more than fifty official opinions have been issued 
under Institute auspices, in addition to a number of research 
studies which do not have official sanction. 
As a result of these and other important developments, it may 
fairly be claimed that investors in the United States receive 
financial information at least equal to that available in any 
other country, and far better than most. 
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But serious problems remain to be solved. Public interest in 
corporate reports, as well as in the accounting principles and 
procedures underlying financial statements, is on the increase. 
The fact that such statements today are better than ever before 
will not necessarily satisfy the public if it gets the idea that they 
are not as good as they should be. 
Problems Ahead 
Accounting principles. "Generally accepted accounting prin-
ciples" have not been precisely defined. The history of the pro-
fession's efforts to construct a rational conceptual foundation 
for corporate accounting has been well told in a brief and 
readable monograph by the Institute's Director of Accounting 
Research.53 
Generally accepted accounting principles are at present con-
sidered to be principles having "substantial authoritative sup-
port"—a phrase borrowed from a ruling of the SEC. Institute 
bulletins and opinions are regarded as highly authoritative, and 
are generally followed. However, the practices of the business 
community and authoritative literature or precedent may pro-
vide substantial support for other principles or procedures, 
which may also be considered generally accepted. 
In a statement filed with a Congressional committee in 1964, 
the chief accountant of the SEC mentioned the following major 
areas in which alternative accounting practices can produce 
material variations in reported net income under generally ac-
cepted accounting principles: valuation of inventories, depreci-
ation and depletion, income-tax allocation, pensions, research 
and development costs, goodwill, realization of income, "all-
inclusive 'versus' current-operating-performance" concept of 
the income statement.54 
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It is the announced intention of the Accounting Principles 
Board to "narrow the areas of difference and inconsistency in 
financial reporting." It has been pursuing this objective with 
diligence, but with due regard for the views of all parties at 
interest. An important forward step was taken in 1964, with 
the preparation of an "inventory," or summary, of present 
generally accepted accounting principles by Paul Grady, former 
Director of Accounting Research. This not only shows that 
there are principles well understood by the profession as a basis 
for auditors' opinions, but it also points up the areas where a 
further narrowing of difference is most needed. 
Uniformity and comparability. A great debate has been in 
progress within the profession for many years on the question of 
whether corporate financial statements should be "compar-
able," or whether corporate accounting should be "uniform." 
Unfortunately, few of the participants have paused to define 
their terms with any precision. 
Uniformity, in the sense of a uniform system of accounts 
which would require similar transactions always to be recorded 
in the same way, regardless of circumstances, seems clearly in-
applicable, across the board, to corporations of all kinds, en-
gaged in widely diverse activities in an infinite variety of circum-
stances. This kind of uniformity would almost certainly conceal 
significant differences and would therefore be misleading. 
Comparability, too, is an imprecise word. If accounting ap-
peared to make comparable situations which were not com-
parable, it would be a disservice to investors. 
However, if identical transactions occur in identical cir-
cumstances in two different companies in the same industry, 
it might be expected that they would be accounted for in the 
same way. It would be difficult for the public to comprehend 
the logic on the basis of which a CPA could sign clean opinions 
on the financial statements of two competing companies, in 
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identical circumstances, whose net incomes differed by millions 
of dollars only because the respective managements selected dif-
ferent accounting principles—both being generally accepted. 
But some CPAs contend that rarely, if ever, are the trans-
actions and the circumstances of two corporations "identical." 
There are so many judgment questions entering into the de-
termination of net income for a year, say those who hold this 
view, that it would be misleading to claim that rigid accounting 
rules could produce earnings figures comparable in the sense 
of indicating preferable choices among investment opportuni-
ties. 
The diversity of opinion on this question is best illustrated 
by direct quotations. 
One point of view has been expressed as follows: 
"Our profession must quickly come to grips with the fact 
that 'earnings' must mean reasonably the same thing for all 
companies and to all individuals who read shareholders' re-
ports. If we don't act promptly and forcibly our whole pro-
fession will go down rather than up. The Accounting Prin-
ciples Board must be strengthened and come to grips with, in 
a sense, our most important single objective—making 'earnings 
per share' a real standard, based on a sound set of principles, 
with everyone playing the game by the same set of rules."55 
An opposing point of view has been expressed as follows: 
"Complete comparability in broad accounting principles is 
an ideal that is well worth striving f o r . . . . Nevertheless... it 
is unrealistic to expect that complete comparability will ever be 
accomplished.... To present the illusion of comparability where 
comparability does not exist is worse than useless. It is dan-
gerous and misleading.... Accounting principles must be flex-
ible enough to meet the demands of reality, thus permitting the 
adoption of appropriate methods that will make accounting 
relevant and responsive to the particular entity, the particular 
corporation, rather than to some nameless and faceless mass. 
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Thus alternative principles may coexist until one of them 
emerges as being clearly superior for all businesses. The prin-
ciples that are most useful are those that have evolved over the 
years through acceptance in practice."56 
A moderate and thoughtful view of the problem has been ex-
pressed by a former chairman of the Accounting Principles 
Board: 
"Comparability of financial statements has always been an 
important goal of accounting. The need for such comparability, 
as between both businesses and individual years, has grown 
with the development of a complex capital market in which 
investors make choices on the basis of knowledge obtained from 
financial statements. 
"Comparability requires differences as well as similarities to 
be highlighted. One such difference (or similarity) concerns 
management expectations. The financial picture of a business, 
showing where it has been and where it is, reflects management 
attitudes to the extent that they have affected operating deci-
sions. Companies' financial statements are not comparable, no 
matter how uniform they may appear to be, unless they reflect 
such management expectations, which create the varying eco-
nomic personalities of businesses. For example, one manage-
ment will replace assets in response to certain economic stimuli, 
while another will repair its old equipment because it views 
other factors as more important. Some executives will extend 
research when business is not good; others will curtail it. Some 
will diversify operations in the identical circumstances in which 
others will contract or simplify them. Thus deferrals and ac-
cruals appropriately reflect management expectations. These 
and other complexities affecting comparability make it difficult 
to articulate comprehensive accounting principles."57 
The view of an SEC official is of interest: 
" . . . What about comparability by individual industry? Ef-
forts certainly should be made to extend the degree to which 
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this has been accomplished so far. Despite some belief to the 
contrary we endeavor to discourage the continuation of diver-
gent methods of accounting when substantial support is ob-
served for what appears to be a sound solution of a problem. 
However, a single right answer is not always discernible."58 
An answer to the question of uniformity and comparability 
which may gain general acceptance was offered by Alvin R. 
Jennings, chairman of the Accounting Principles Board in 1963: 
"The need is not for uniformity without regard to circum-
stances. Rather, it is the elimination of variations which cannot 
be justified by differences in circumstances...."59 
This would suggest that the mission of the Accounting Prin-
ciples Board is not to enunciate the "one right way" to deal 
with every type of transaction, but rather to describe the cir-
cumstances in which one accounting principle or practice will 
reflect net income more accurately than another. To put it 
another way, rather than uniform accounting, what may be 
needed are refined criteria as a basis for judging when one 
principle or practice is preferable to another. 
Public criticism. In recent years, there has been an increasing 
volume of criticism of corporate accounting both within and 
without the profession. 
Some of what has appeared in the public press is uninformed, 
if not irresponsible. Much of what has been published in ac-
counting journals is highly debatable. 
But the criticism exists; it influences professional and public 
opinion; it cannot safely be ignored. Convincing answers must 
be developed if CPAs as a group are not to find themselves on 
the defensive. 
For example: 
"It may be concluded that, under recently prevailing con-
ditions, an ordinary sort of publicly owned corporation might, 
on occasion, have reported its net income at a figure ranging all 
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the way from 5 to 9 per cent of gross revenues, depending on the 
degree of conservatism with which its results were expressed.... 
From variously calculated net income figures the investor could 
evaluate the stock as worth any where from $12 to $18 a share 
(if he based his opinion on earnings alone)."60 
And again: 
"It is conceivable that much of the output of accounting as 
expressed in conventional reports does not meet actual needs 
or serve more than a very limited purpose."61 
And again: 
"Today it is difficult to decide just what significance may be 
attached to the annual accounts of a corporation"62 
And again: 
"Given 910 ways of finding cost and 8,190 ways of finding 
cost or market, whichever is the lower, there are 9,100 ways of 
valuing an inventory.... The number of ways of ascertaining 
the price of an inventory is thus indeterminate, but very large 
indeed. So therefore is the number of ways of computing a net 
profit and the number of ways of obtaining the financial posi-
tion."63 
Many additional quotations, from informed sources, to a 
similar effect could be provided. 
Whether these criticisms are fair or well-founded may be 
debatable. But they indicate in any event that the profession 
has a public-relations and communications problem of some 
magnitude. It seems desirable without delay to formulate official 
statements of the profession's position on these matters—what 
it considers its responsibilities to be, its limitations, its philos-
ophy, its intentions. 
Status of APB opinions. A step was taken in 1964 to clarify 
the profession's position by enhancing the status of opinions of 
the Accounting Principles Board. 
It has always been understood that the authority of such 
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opinions rested upon their general acceptability, but that the 
burden of justifying departures from them rested upon those 
who departed. However, it has never been specified how general 
acceptability was to be determined, or how and where de-
partures should be justified. 
Actually, most of the Institute's pronouncements on account-
ing principles have been religiously followed by CPAs, and 
with few exceptions by the SEC. But there have been some 
deviations, and from the point of view of the public it might 
appear that the pronouncements have no "teeth." 
The executive committee of the Institute in 1964 proposed 
that the profession, through the Institute, should assume respon-
sibility for setting its own standards, or criteria, by which its 
members should judge the fairness of financial statements in ex-
pressing opinions as independent auditors. 
At its May 1964 meeting the Council, the Institute's govern-
ing body, adopted the following resolution: 
"RESOLVED, that it is the sense of this Council that reports 
of members should disclose material departures from opinions 
of the Accounting Principles Board, and that the president is 
hereby authorized to appoint a special committee to recom-
mend to Council appropriate methods of implementing the 
substance of this resolution." 
At its meeting in October 1964, the Council unanimously 
adopted recommendations in a report of a special committee 
to the effect that members should see to it that departures from 
opinions of the Accounting Principles Board (as well as ef-
fective Accounting Research Bulletins issued by the former 
committee on accounting procedure) are disclosed, either in 
footnotes to financial statements or in reports of members in 
their capacity as independent auditors.64 This action was made 
applicable to financial statements issued after December 31, 
1965. 
The special committee was instructed to continue its study 
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of the objectives and operations of the Board and the status of 
its opinions, and report to Council further at a later meeting. 
Disclosure of departures from accounting principles recom-
mended by the profession itself should encourage the narrowing 
of areas of difference in financial reporting, and should also 
provide a point of reference which may be of some help to 
investors and analysts in comparing the results of one company 
with those of another. 
Disclosure. How much information in how much detail 
should be disclosed in corporate financial statements? 
The problem has been stated succinctly: "When preparing 
general-purpose financial statements, such as those customarily 
distributed to stockholders . . . it is often very difficult to decide 
just what should be reported. Usually the accountant must rely 
on his own subjective evaluation to determine what is im-
portant and what is unimportant, and in this, there are few 
guideposts for him to follow."65 
Most financial institutions, which are the biggest investors, 
have skilled analysts in their employ who are hungry for more 
and more information. And many individual investors also 
rely on financial analysts, investment advisers, or brokers (who 
in turn rely on analysts) for advice on which securities to buy. 
Investment bankers, who underwrite securities to be sold to the 
public, also employ experts who thoroughly investigate the 
financial situation and other aspects of a company before the 
banking firm puts its reputation on the line as a sponsor of the 
company's securities. 
The analysts, on whose recommendations most investment 
decisions are founded, seek more information than they can 
obtain from the conventional financial statements now pub-
lished in reports to stockholders. They would like to know the 
earnings of the various divisions of corporations engaged in 
diversified activities; they would like interim reports revealing 
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in timely fashion any important changes in earnings trends; they 
would like cash-flow analyses or funds statements certified by 
the independent auditors; they would like disclosure of the 
bases on which various transactions have been accounted for 
and an indication of the impact on earnings if alternative ac-
counting methods had been followed. Presumably, with manage-
ment's consent, many of these desires could be met within the 
framework of the conventional financial statements. 
But the analysts also desire a great deal of information which 
is not normally dealt with in financial statements at all. For 
example, they are interested in any data which throw light on 
the quality of the management, and the likelihood of growth. 
What share of the market does the company have in relation 
to competitors? How good is its financial management? What is 
the trend of sales in each of its product lines? How sound is the 
organization structure? What provisions are being made for the 
replacement of top managers? Are planning and control func-
tions effectively conducted? Is research and development ade-
quate to provide for improved product quality and innovation? 
Answers to questions such as these which reflect merely the 
subjective opinion of an individual may not be too helpful. But 
if data exist to provide a basis for judgment, it might be de-
sirable to present such data in the financial statements, or in 
supplements to such statements, with attestation by certified 
public accountants. 
In fact, much information of this character is now being pre-
sented by corporate managements to financial analysts in 
speeches, press releases, and private interviews. Managements 
which desire to preserve a good market for their securities and 
a good line of bank credit are far more frank than they were in 
earlier days. Purchasers of securities may be obtaining from 
other sources more information, of greater value to them, than 
that which appears in the formal financial statements audited 
by independent CPAs. 
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It has been suggested that the increasing numbers and com-
petence of professional financial analysts, investment advisers 
and financial public-relations men, and the information they 
have developed through channels apart from published corpo-
rate reports, have tended to downgrade the independently 
audited financial statements as an important source of informa-
tion for investors. 
The increasing attention to cash flow, as contrasted with net 
income, may reflect latent dissatisfaction with present financial 
accounting and corporate reporting. 
"It seems apparent . . . that typical financial statements do 
not, in themselves, provide adequate information for invest-
ment decisions.... More and more the mood in this country is 
one calling for as few secrets as possible. 'He who has nothing 
to hide will freely disclose; he who refuses to disclose must have 
something to hide' seems to be the prevailing attitude. 
"As the public requires more and more verified information, 
much of it well beyond that currently found in financial state-
ments, will auditing see and seize the opportunity to extend its 
range of service? If it does, there are literally no boundaries to 
its future. If, on the other hand, it either deliberately or un-
consciously limits itself to but a small fraction of the total veri-
fiable information, its position of eminence may be lost to those 
who do seize the larger opportunity."66 
Management is reluctant to disclose more information than 
is necessary, largely for fear that competitors will benefit from 
these disclosures to the disadvantage of the company itself. 
Many students doubt, however, whether this fear is justified. 
Modern managements seem to be able to find out in one way or 
another what they want to know about their competitors' affairs. 
Furthermore, if progressive companies voluntarily made dis-
closures which were useful to investors, their competitors would 
be forced to follow suit or suffer the consequences of appearing 
to have something to hide. 
Public pressure eventually will force disclosures which the 
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public deems essential to its own interest. Certified public ac-
countants should attempt to persuade their clients to publish 
such information voluntarily and in advance of statutory com-
pulsion, and reap the benefits in goodwill that would be en-
gendered thereby. At the same time, it would be wise for the 
profession to develop its own standards of disclosure for the 
guidance of its members in expressing their opinions on financial 
statements. 
Materiality. As noted earlier, it is not considered necessary 
to disclose items which are not "material" in amount. Just how 
large an amount is material, however, has never been author-
itatively determined. 
In practice CPAs may decide that in certain circumstances a 
variation of, say, 5 per cent of net income is not material. But 
since an item judged immaterial may either increase or de-
crease earnings, does this mean that earnings per share might 
vary from $1.05 to $.95 according to whether or not a given 
item were material? It's really not that simple, but the absence 
of standards may encourage misunderstanding. 
What if a recurrent item is only 5 per cent of net income 
this year, but 7 per cent the next? Does the accounting treat-
ment change, or is an exception as to consistency necessary? 
What should be done about an item, say only 1 per cent of 
net income, if it makes the difference between a profit and a 
loss? No doubt most CPAs would consider this material. 
However, no official guidelines exist on these questions. It 
seems desirable that they should be developed as soon as possible. 
Responsibilities. It is well established that the primary re-
sponsibility for the representations in financial statements lies 
with management. The responsibility of an independent auditor 
is for his opinion as to whether or not the statements are fairly 
presented in accordance with generally accepted accounting 
principles. But the relationship between the two areas of respon-
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sibility and authority may be fuzzy, probably in the minds of the 
public and possibly in the minds of many CPAs. 
Obviously, auditors cannot force management to make dis-
closures which it does not want to make, or compel management 
to adopt accounting practices which it does not wish to adopt. 
But auditors are expected to point out in their opinions any in-
adequacy in disclosure, or any accounting practice which they 
believe does not result in fair presentation of the financial state-
ments. 
Under present conditions, however, most auditors do not 
feel justified in taking exception to the absence of disclosures 
which are not customary. For example, they might not consent 
to give a clean opinion on an income statement which did not 
disclose total sales, but at the present time they would not feel 
justified in insisting that sales by divisions be disclosed. 
Nor would they usually feel justified in taking exception to an 
accounting practice, so long as there was authority for the meth-
od followed, either in precedent or in the opinion of responsible 
experts, even though the auditor might feel that another 
method of accounting would be more useful to investors. 
Auditors will take exception in their opinions if a company 
does not follow the same accounting practices consistently from 
year to year, so that comparisons of the net income of the same 
company from year to year are valid. But auditors are not ex-
pected to take exceptions merely because companies do not 
follow the same accounting practices which have been adopted 
by similar companies in similar circumstances. In other words, 
it is not the responsibility of auditors today to insist on adoption 
of principles which would facilitate comparisons of net incomes 
of different companies. 
There are specific requirements which must be satisfied before 
auditors will give "clean opinions" on financial statements, but 
beyond these requirements management has a fairly wide range 
of choice, both as to disclosure and as to methods of accounting. 
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In the circumstances it may be difficult for investors to judge 
precisely how much value is added by the independent auditor's 
opinion. Some undoubtedly think it adds more than it is in-
tended to add; others no doubt believe that it adds less. 
Earnings per share. For one thing, CPAs are not responsible 
for the undue emphasis given the single figure of earnings per 
share in the financial press. Indeed, the Institute has disap-
proved such emphasis. Yet CPAs might not escape criticism if 
investors suffered losses through unwarranted reliance on earn-
ings per share, derived from the net income which an inde-
pendent auditor had said was fairly presented. 
Accounting literature makes it clear that many questions in-
volving judgment and assumptions as to future events are 
inevitably involved in arriving at the amount of net income for 
so short a period as a year. Net income itself is, therefore, partly 
an estimate within reasonable tolerances. Investors should study 
a series of balance sheets and income statements for a period 
of years before reaching conclusions about earnings trends. 
It is doubtful, however, whether this message has gotten 
through to the investing public. Specific figures of earnings per 
share have the appearance of precision. Investors who rely on 
them and suffer losses as a consequence will demand to know 
who was responsible for misleading them—even though they 
were largely victims of their own ignorance. 
Perhaps the Institute should inform financial writers and edi-
tors, investment services and analysts' organizations that it is 
opposed to the use of earnings-per-share figures without ex-
planation or qualification. Possibly the SEC and the stock 
exchanges would cooperate in a campaign to enlighten the 
investing public on this point. 
Intelligibility. Not much study has been devoted to the prob-
lem of intelligibility of financial statements and auditors' opin-
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ions. How well do they convey to readers what they are in-
tended to communicate? There is evidence that they are widely 
misunderstood, even by well-informed persons. 
Students of communication believe that significant improve-
ments could be made. In other fields where research in com-
munications has been conducted, it has been found that usually 
the amount of information actually transmitted, in comparison 
with the intention of the person transmitting it, is pitifully 
small. 
This is true even of verbal communications, as contrasted with 
communications in numbers. Yet verbal communications have 
the advantage of redundancy, in that the same thing can be 
said in several ways, and the meaning of a word or a phrase 
is often clarified by the context. Communication in terms of 
numbers does not have this advantage. The number stands on 
its own feet. It is uttered only once. If it is misunderstood, there 
is no context to correct the misunderstanding. 
Verbal explanation in accountants' reports indicating the 
sources from which the numbers have been derived, their sig-
nificance, the bases on which they have been computed, and 
the elements of judgment which enter into the computation, 
might be helpful. 
Semantical difficulties also arise, however, even in the choice 
of words to describe items in financial statements, or to express 
the auditor's opinion. The ambiguity of such terms as "surplus" 
and "reserves" has been widely noted, and as a result they are 
used less than formerly. 
It would be interesting to know what investors believe is 
meant by such terms as "depreciation," "deferred charges," and 
"prepaid expenses," or "we have examined" and "fairly pre-
sented." 
Even in talking to each other CPAs use very loosely such ex-
pressions as "report" and "opinion," "principles," "practices," 
and "methods." 
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In the past a good deal of work has been done on accounting 
terminology, but in recent years this subject has been neglected 
in favor of more urgent problems. 
An official glossary of terms commonly used in accounting 
should improve the communications process. 
In any event, in planning for its future, the profession should 
sponsor research to discover the extent to which auditors are 
succeeding or failing in getting their messages to those to whom 
they are directed. 
Conclusion 
Even this brief and relatively superficial review indicates that 
problems of some magnitude remain unsolved, or only partly 
solved, in the area of financial reports to investors, where CPAs 
have their highest visibility. 
The solution to some of these problems will take a long time. 
But no one expects miracles. The accounting profession will not 
be condemned for failing to solve all its problems at once; it 
will risk condemnation only if it ceases to try. 
Where danger lies is in the possibility of fundamental mis-
understanding by the public. If investors come to believe that 
they have been misled, either deliberately or by reason of some-
one's neglect to tell them the facts of life, the repercussions 
could be serious. 
To avoid this possibility two steps seem desirable: 
1. Clarify the profession's present position, its objectives, 
and its intentions, in each of the problem areas: accounting 
principles, comparability, disclosure, materiality, responsibilities, 
earnings per share, intelligibility. 
2. Do all that could reasonably be expected to communicate 
the results of such clarification to investors, analysts, the finan-
cial press and others interested. 
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CHAPTER 8 
External Reports for Various Purposes 
I N ADDITION to reports to investors, external reports 
involving financial and economic data are being issued for an 
increasing variety of purposes. The trend suggests an even 
greater number and variety ten or twenty years from now. 
For example, the following types of reports are now common: 
To provide information to banks and other credit grantors. 
To conform with the requirements of government agencies 
for a wide variety of purposes—loans, grants, insurance, com-
pliance with statutes or regulations. 
To justify costs as a basis for pricing under government pro-
curement contracts. 
To assist in rate-making of regulated utilities and carriers. 
To determine income subject to taxation. 
In addition, local government units issue reports to taxpayers; 
health and welfare organizations make financial reports to con-
tributors; parties to some types of contracts are required to 
make financial reports to each other. While generally not the 
recipients of special reports, labor unions have a deep interest 
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in financial results of business operations—they study reports 
issued to others. 
Finally, the public generally, as represented by students of 
the economy, financial writers, editors, legislators, and govern-
ment officials, is displaying an increasing interest in the impact 
of corporate decisions and actions on the whole society, and the 
desire for more information about the affairs of the larger 
corporation is gaining momentum. 
External reports serve different purposes and different audi-
ences. Generally, each purpose calls for a different arrange-
ment of the data. Some types of external reports are customarily 
audited by certified public accountants. Other types of reports 
are sometimes audited and sometimes not. In still other cases, 
CPAs may assist clients in the preparation of the reports, but 
without assuming any responsibility. 
Credit Grantors 
Among the principal users of conventional financial state-
ments in the United States are the banks. 
Bank loaning officers and credit executives now generally re-
quest—if indeed they do not insist upon—independently audited 
financial statements as a basis for loans. For forty years certified 
public accountants and bank credit executives have maintained 
close relationships through the Robert Morris Associates (na-
tional association of bank credit executives) and its chapters, 
and the American Institute of Certified Public Accountants and 
the state societies. The bankers have been called the best friends 
and severest critics of the accounting profession. They have sup-
ported the efforts of the CPAs to clarify and improve accounting 
and auditing standards, and their influence on borrowers, who 
are also clients of CPAs, has undoubtedly been a significant 
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factor in the general acceptance by businessmen of the need 
for independent audits. 
The relations between CPAs and bankers have been so satis-
factory for so long that there may be a danger of their being 
taken for granted. But banking changes with the changing 
times, and the needs of bank loaning officers and credit execu-
tives for financial and related data may be expected to change 
also. It is essential that CPAs continue to maintain close com-
munications with bankers and to modify auditing and re-
porting procedures as may be necessary to meet the bankers' 
requirements. 
Broadly, the considerations which need to be given weight 
in improvement of financial reports to investors are also ap-
plicable to bankers' needs. But there are some important dif-
ferences. Generally, bankers are not so keenly interested in the 
earnings-per-share figure—nor so much impressed by it. They 
are expert analysts of financial statements. Since most loans are 
made for relatively short periods of time, bankers are generally 
more interested in liquidity than in long-term earnings trends, 
which to investors indicate the possibility of dividends and 
capital gains. 
Bankers do not receive dividends and capital gains. They 
seek to get their money back with interest. 
However, bankers also make term loans for five years or 
more, and even short-term loans are commonly renewed for 
customers who have established a line of credit. Accordingly, 
earnings trends are of interest to the banker in many cases, al-
though sometimes secondary to current ratios. 
Since bank loans are made to small businesses, which may 
have no internal accounting staffs of professional caliber, bank-
ers are inclined to rely more heavily on CPAs' reports and 
opinions as a major source of credible information than are in-
vestors in large companies which have competent staffs and are 
subject to supervision by stock exchanges and the SEC. 
152 
Bank credit executives welcome the opportunity to discuss 
with a certified public accountant, with his client's permission, 
the significance of various items in the financial statements and 
the scope of the CPA's audit. Bankers also welcome long-form 
reports from CPAs, with more information than the financial 
statements can provide with regard to such items as inven-
tories, receivables, liabilities and other commitments. 
It is clearly in the best interests of all concerned that bankers 
be provided with the information they desire. CPAs should in-
form their clients that their access to working capital will be im-
proved by full and frank disclosure of whatever the banker 
wants to know, and by reasonably frequent interim reports indi-
cating any important changes in financial position or earnings 
trends. Special reports for bank credit purposes, more com-
prehensive than the balance sheet and income statements, are 
likely to become common. 
While in general bankers give CPAs high marks, and freely 
concede heavy dependence upon their reports, there is still 
some criticism. 
For example, the complaint has been made that some CPAs 
still handle the audit of clients of long standing in the same way, 
year after year, despite the fact that actual conditions have 
changed. Instances have been cited in which expenses had been 
allocated for good reason in a certain manner some years ago, 
but—despite the fact that the reason for such allocation has dis-
appeared—the accounts continue to be presented in the same 
manner. This leads to the suggestion that accounting firms 
should rotate staff personnel on the audit of regular clients, as 
many accounting firms customarily do, so as to bring in a fresh 
point of view at reasonably frequent intervals. 
Some bankers contend that the shortage of fully trained per-
sonnel, which is likely to become more acute, tempts some CPA 
firms to delegate too much authority to junior staff. Staffmen 
sometimes approach the audit as a routine, repetitive task, 
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without much appreciation of the importance of changing con-
ditions to the banker who will be reading the statements. 
Bankers are also interested in the internal controls of bor-
rowers. They feel that CPAs should be continually attentive to 
the internal control systems of their clients and should recom-
mend changes when they are inadequate. The bankers would 
like to have assurance from the CPAs that the internal controls 
are effective. 
The sameness of the standard short form of auditor's opinion 
tempts bankers to ignore it. They are inclined to rely more on 
the reputation of the CPA firm whose name appears on the 
opinion than on the exact language of the opinion itself. Some-
times important exceptions are overlooked. While they desire a 
clear statement of the extent of responsibility the CPA assumes, 
many bankers would like CPAs to write opinions which are 
tailor-made to the affairs of the client concerned. 
Bankers would like to know whether accounts payable have 
been confirmed and whether or not there are unsettled tax 
claims or any contingent liabilities not reflected on the balance 
sheet. 
It has also been suggested by some bankers that CPAs should 
take responsibility for advising clients, particularly smaller 
businessmen, as to the advantages of mechanized accounting 
and office equipment. 
Bankers would welcome information about the CPA firm 
itself—its personnel, its policies, its procedures for review, con-
trol and keeping up to date. 
While committees of banker and CPA organizations meet 
more or less regularly to discuss questions of this nature, it 
would be wise for each CPA firm to discuss them personally 
with the bankers with whom the firm's clients do business. 
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Commercial Credit Grantors 
Commercial credit grantors need and desire much the same 
sort of information as bank loaning officers and credit execu-
tives. It has been said that many a small businessman is financed 
by his suppliers on ninety-day credit. But the commercial credit 
men have not been in as close communication with the CPA 
profession as have the bankers, nor have they exercised as much 
influence on customers and CPAs alike in order to get the 
information they would like to have. 
This is partly because commercial credit men have largely 
relied on what they call "ledger experience"—the record of 
the customer in paying his bills. They also rely on the credit-
rating agencies. But credit ratings are not usually weighted ac-
cording to whether or not the subject's financial statements have 
been audited, or whether by CPAs, or whether or not an 
unqualified opinion has been given. The credit-rating agen-
cies deal with such a large volume of businesses that they use 
whatever information they can get, whether it be from the pro-
prietor of the business or his bookkeeper, or in the form of 
audited financial statements. 
Whether audited statements bear a disclaimer by a CPA, or a 
qualified or a clean opinion does not seem to affect the credit-
rating agencies' evaluation of the figures. It is doubtful whether 
all field reporters are even aware of the significance of these 
distinctions. Yet common sense would indicate that a small 
businessman who presents financial statements on which a CPA 
expresses an unqualified opinion would be considered a better 
credit risk, all other things being equal, than one who handed 
the reporter a statement compiled by his own bookkeeper. 
CPAs and their professional societies should establish closer 
relations with commercial credit men and with the credit-
rating agencies, to the end that clients receive the best rating 
and the best terms to which they are entitled. 
155 
Long-form reports similar to those prepared for bankers 
should be submitted to the credit executives of suppliers and, 
with the clients' permission, CPAs should make personal con-
tact with suppliers to discuss any question of interest to them. 
Again emphasis must be placed on the desire of credit men 
for timely information: interim-reports will be helpful. Audited 
financial statements submitted two or three months after the 
close of the year are useful but not wholly satisfactory for short-
term commercial credit purposes. 
Reports to Government Agencies 
Statements which measure and communicate financial and 
economic data are being required more and more by various 
government agencies. They provide a striking illustration of the 
scope and complexity of the accounting function in its ex-
ternal-reporting aspect. The requirements of the agencies and 
the uses to which the data are to be put are highly diverse. 
The role of the CPA in the preparation and attestation of such 
data also varies widely. 
In some cases he is asked to express an opinion as a result of 
independent audit of balance sheets and income statements, 
much as in his usual work for private interests. In other cases 
he is being asked to extend his attest function to data outside 
of the customary financial statements. In many cases he is being 
asked to assist clients in the classification and interpretation of 
data, but without assuming any independent responsibility. 
In some areas the CPA plays no part at all—the internal staff 
of a regulated enterprise may prepare the data, and government 
examiners employed by the supervisory agency will examine, 
check or audit as may be required. 
Broadly, however, the trend is toward a larger role for the 
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certified public accountant in connection with reports to gov-
ernment agencies. As noted in Chapter 4, in 1964 twenty-six 
Federal agencies utilized outside accountants in about 38,000 
cases—double the number of five years earlier. 
The extent to which government agencies rely on CPAs may 
have a profound effect on the future scope of CPA practice. 
A few illustrations indicate the potential demand. 
SEC. The SEC presently requires independent audits not 
only of corporations issuing securities to the public and those 
listed on stock exchanges, but also of registered brokers and 
dealers and investment companies. In 1964 legislation was 
enacted which extended annual reporting requirements to un-
listed companies of specified size whose securities are traded 
over the counter. Legislation was also enacted which would for 
the first time require banks whose stock is publicly traded to 
provide financial statements, possibly independently audited. 
REA. The Rural Electrification Administration is in effect a 
lending agency, like a bank. It requires annual independently 
audited financial statements of electric and telephone borrowers 
to which the agency has advanced funds. There are certain spe-
cial requirements related to the audit itself, and specific dis-
closures are required, but the process generally is familiar to 
CPAs. 
SBA. The Small Business Administration requires indepen-
dent audits of Small Business Investment Companies to which it 
has granted licenses. However, the conventional financial state-
ments in this case are supplemented by certain questions re-
lated to compliance with the law and regulations, on which 
the CPA is asked to provide answers. This is a somewhat novel 
situation which has come to be known as the "compliance ex-
amination."67 
CPAs, after some hesitation, have decided to undertake this 
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new task. Full audit responsibility cannot be assumed for all the 
types of data required, but a modified form of attestation ap-
propriate to the circumstances has been developed. 
The alternative would probably be the creation of a large 
staff of examiners in the SBA to determine whether the SBICs 
had complied with the law and regulations. It would then be a 
natural step to decide that the examining staff should also con-
duct the financial audit required under the regulations, thus 
eliminating independent CPAs from the picture. 
Investment companies. In 1963 Institute representatives dis-
cussed with the Investment Company Institute the possibility of 
CPA cooperation in a self-inspection system being developed 
by the mutual-fund industry at the suggestion of the SEC. In 
November 1962, the SEC chairman had proposed that CPAs 
take a more active role in this area. While recognizing that "ac-
countants . . . might hesitate to accept this innovation . . . 
which might broaden their auditing responsibilities," he pointed 
to "the enormous stimulus to raising standards" that had re-
sulted from the auditing requirements of the Securities Acts. 
Questions to which CPAs might be asked to respond with 
respect to mutual funds could relate to policies, organization, 
procedures, controls, practices, financial and statistical data, 
relationship of organizations and individuals, specific types of 
transactions, etc. 
The willingness of CPAs to undertake such compliance ex-
aminations, with forms of attestation appropriate in the cir-
cumstances, could prove to be an historic step toward extension 
of the attest function to data outside the usual financial state-
ments. 
The Federal Government is not alone in being concerned 
with problems of this kind. State governments also have regu-
latory and supervisory authority over many economic activi-
ties. State societies should actively encourage utilization of in-
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dependent auditors by state agencies in areas where precedents 
have already been established by the Federal Government. 
Cost certification. Still another type of activity in which gov-
ernment requires some check on financial data is exemplified 
by grants by the Federal Government for housing projects, rural 
and urban redevelopment, highways, bridges and similar proj-
ects. Here the objective is to determine whether the funds 
granted have been properly applied and administered. Reliable 
statements of costs and expenses are necessary. 
In these areas also CPAs are being utilized to some extent on 
an experimental basis. 
The Housing and Home Finance Agency, for example, re-
quires cost certifications by independent auditors on Accelerated 
Public Works Projects."68 
A vast new field of useful service by CPAs may be opened up 
if government agencies generally should follow this example. 
Government procurement. The Federal Government an-
nually purchases billions of dollars worth of defense material 
and other supplies. While CPAs no doubt participate in prepa-
ration of cost data required to be submitted by private con-
tractors and suppliers, the data are audited by permanent audit 
staffs of the procurement branches of the military services. It 
has been suggested that if the required cost data were attested 
by CPA firms which audit the accounts of the contractors and 
suppliers, the task of the Government staffs would be made 
easier. They might reduce field work and concentrate on re-
view, analysis and consideration of controversial items. 
Government insurance. In addition to loans and grants, cer-
tain government agencies insure losses of participants in certain 
types of activity which the government believes socially desir-
able. For example, the Federal Deposit Insurance Corporation 
insures depositors in member banks against losses up to a speci-
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fied amount. The FDIC has not required, though it has en-
couraged, independent audits of insured banks. Its own ex-
amining staff collaborates with those of the Comptroller of 
the Currency and the Federal Reserve Board in checking the 
financial soundness of the banks involved. 
The Federal Savings and Loan Insurance Corporation insures 
deposits in certain savings and loan associations in like manner. 
It is obviously necessary for the agency to satisfy itself that the 
insured institution is a good risk. Accordingly, periodic examina-
tions of insured savings and loan associations are required. The 
agency will accept financial statements audited by independent 
certified public accountants, but it utilizes its own staff of ex-
aminers to assure compliance with the requirements of the 
statutes and regulations. Associations which do not engage inde-
pendent auditors must submit to and pay for a financial audit 
by the agency's examiners. 
Rate regulation. Federal and state regulatory agencies have 
power to fix the rates of monopolies such as electric and gas 
utilities and common carriers. In this field, determination of 
invested capital, costs, expenses and return on investment are 
primary considerations. CPAs have had no official status in this 
process, though many of them have assisted utility and railroad 
clients, without the assumption of independent responsibility, 
in the collection, classification, analysis and interpretation of 
data related to rate-making proceedings. 
Recently, however, the Federal Power Commission has sub-
stituted audits by CPA firms, supplemented by test checks by 
the FPC's own staff, for the field audits formerly required in gas 
pipeline rate cases. This may foreshadow another extension of 
the attest function into a new field. 
Pension and welfare funds. A recent statute, requiring an-
nual financial statements to be filed with the Department of 
Labor by pension and welfare funds, contains a provision that 
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the statements shall be signed either by the managers of the 
fund or by independent auditors. One of the purposes of re-
quiring such statements, presumably, is to protect beneficiaries 
of the funds against mismanagement or fraud. 
This has raised the question whether certified public account-
ants engaged to audit the statements of pension and welfare 
funds should develop a form of attestation which accepts greater 
responsibility for the discovery of fraud or similar irregularities 
of material amount than is customary in ordinary commercial 
audits where the primary purpose is the expression of an opinion 
on the fairness of the financial position and the results of oper-
ations. 
Where audits are required or encouraged with the specific 
purpose of deterring dishonesty or mismanagement in the han-
dling of other people's money, CPAs' reports may not be con-
sidered useful if they disclaim responsibility for the detection of 
such irregularities. 
Consideration should be given to the desirability of adapting 
audit procedures and forms of attestation to the peculiar re-
quirements for which an audit or an examination is intended. 
General. These illustrations could be multiplied. Data re-
lating to costs, prices, and profits must be assembled in antitrust 
cases, in price discrimination cases under the Robinson-Patman 
Act, and for various purposes of the Civil Aeronautics Board, 
the Federal Trade Commission, the Federal Maritime Commis-
sion and a host of other agencies. 
To a greater or less extent CPAs now assist clients in such 
matters. All signs point to extension of such services and, not 
improbably, extension of the CPA's attest function. 
But a warning note must be sounded. The profession must 
provide assurance that CPAs engaged to make audits in ac-
cordance with regulations of government agencies will do a 
good job. They must strictly comply with generally accepted 
auditing standards where appropriate and with the special rules 
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and requirements of the agency concerned. They must fa-
miliarize themselves with the special characteristics of the in-
dustries to be audited—banks, for example, involve unique 
audit problems. Too many instances of substandard work on the 
part of independent CPAs may result in a reversal of the pres-
ent trend to enlist their aid in the conduct of the government's 
business. 
CPAs must recognize, too, that when they act, in effect, as an 
arm of a government agency, they assume a duty to the agency 
concerned. The specific needs of the agency must be borne in 
mind. The auditor's relationship to the agency is even more 
direct than that to the unknown "third parties" whose interests 
CPAs always have in mind when expressing opinions on con-
ventional financial statements. 
Government Accountants and Auditors 
The public will always need a strong force of skilled and 
knowledgeable accountants and auditors in the full-time service 
of the government. Complete responsibility for financial report-
ing requirements under a multitude of Federal statutes can 
never be transferred to independent CPAs. 
But the experiments so far indicate that a happy partnership 
is possible. In many situations field audits can be conducted 
economically and efficiently by CPAs. Relieved of this task, 
agency accountants can focus on the substantive problems and 
on supervision and periodic testing of the entire program. 
As the population increases, and the scope of Federal Gov-
ernment activity widens, there will be difficulties in recruiting 
trained technical personnel. There may also be built-in re-
straints which will not permit government agencies to expand 
their facilities beyond certain limits. If they can take ad-
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vantage of the skills of the independent professions to the ex-
tent appropriate, the administrative task may be kept from 
becoming unmanageable. 
Nonprofit Organizations 
External reports of nonprofit organizations are intended to 
serve purposes entirely different from those directed to investors, 
credit grantors, or government agencies. What people want to 
know about nonprofit organizations is where the money came 
from, how it was used, and how efficiently the activity is being 
managed. 
Health and welfare organizations. In health and welfare 
organizations, for example, most if not all of whose funds are 
derived from voluntary contributions by the public, principal 
points of interest are how much was spent in fund-raising ac-
tivities and how much for administrative expenses. Cases have 
been disclosed in which only a relatively small proportion of the 
money contributed was utilized for the purposes for which the 
organizations were formed: most of it went to the fund raisers 
and administrators. 
There have also been unhappy incidents in which the man-
agers of such organizations have diverted funds to their own 
personal use. Certified public accountants engaged to audit 
such organizations should bear in mind that while the dis-
covery of fraud or other irregularities is not normally the pur-
pose of an audit of a commercial enterprise, the possibility 
cannot be ignored when auditing the accounts of an enterprise 
whose principal function is to receive and disburse other peo-
ple's money. 
Universities, hospitals. Other types of nonprofit organizations, 
such as universities and hospitals, may derive part of their funds 
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from voluntary contributions, but also a large part from tuition 
fees or charges for services rendered. Readers of the financial 
reports of such institutions are interested in the sources of funds 
as well as in their disposition. Is too heavy a reliance being 
placed on voluntary contributions? Or, on the other hand, are 
the charges to students or patients, for example, unreasonably 
high, and should an effort be made to increase the amount of 
voluntary contributions for the benefit of the community as a 
whole? 
Again there is considerable interest in data bearing on the 
effectiveness of the management in accomplishing stated ob-
jectives. What is a university, for example, spending for luxuri-
ous dormitories and athletic facilities and how much for 
teachers' salaries? How do costs compare with those of similar 
institutions? 
Local government. Local government units are nonprofit in-
stitutions of major importance. As noted in the chapter on 
government and business, state and local government expendi-
tures in the period from 1956 to 1960 amounted to more than 8 
per cent of the Gross National Product. At this rate they would 
now be something over $40 billion a year. 
Local government units are not always noted for the effective-
ness of their financial controls. Furthermore, despite the fact 
that there are many intelligent, honorable and dedicated men 
who hold public office at the local level, it is also true that many 
local politicians are not drawn from those elements of the 
population with the best education or the highest ethical stan-
dards. One experienced observer has remarked that local politi-
cians like an effective President to keep the country running 
smoothly and prosperously "while they milk it from under-
neath."69 Sad but true it is that scandal after scandal involving 
conflicts of interest or the misuse of public funds by political 
officeholders is reported in the American press. Wrongdoers 
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who are discovered are punished, but the wrongdoing does not 
seem to be stopped. 
There is probably no one area in which certified public ac-
countants could perform more useful service than in the audit 
of local government units, if the public would support them. 
To be sure, in many states such units are required to be audited, 
and the experience generally has proved the usefulness of this 
requirement. But it has not always been stipulated that the 
audit must be performed by certified public accountants, and 
frequently the contract for audit is awarded as a result of com-
petitive bids, with minimum specifications which tend to re-
strict the scope of the auditor's examination. 
Taxpayers would like to know a lot of things about their 
government which are not always easy to find out: the effec-
tiveness of cost controls and internal financial controls; safe-
guards against conflicts of interest; comparisons of the costs of 
services with those of comparable governmental units; com-
parisons of tax rates and assessed valuations; costs of outside 
financing, and so on. Certified public accountants who under-
take such audits should bear in mind the particular interests 
and needs of the audience which is to receive the report. 
Other nonprofit groups. There are tens of thousands of non-
profit organizations in the United States in addition to those 
which have been mentioned—churches, clubs, trade associations, 
labor unions, cooperatives and an infinite variety of other groups 
organized for an infinite variety of purposes. 
As the relative demand for services increases, nonprofit or-
ganizations are likely to be used more and more as a means 
of providing intangible aids and satisfaction. Such organizations 
handle other people's money. Each of them should submit re-
ports to those who support the activity. 
The CPA profession should inform the public of the im-
portance of audits in this field, in which a steadily increasing 
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amount of the public's money is being spent. But the interests 
of the supporters are likely to differ according to the nature of 
the enterprise. CPAs who audit such groups should study the 
needs of the users and shape the reports to satisfy them. 
Regulated Industries 
Public utilities, carriers, banks, insurance companies and cer-
tain other industries are regulated by law to protect the inter-
ests of consumers, depositors, and policyholders. Part of the 
process of regulation is the requirement that financial data shall 
be reported to the regulatory agency, and sometimes the under-
lying evidence is checked by government examiners. Laws or 
regulations often require that the financial reports shall follow 
specified forms. In some cases accounting principles or methods 
underlying the financial reports are dictated by the regulatory 
agency. 
But many of these organizations also issue securities to the 
public and submit financial statements to their stockholders. 
Frequently the accounting requirements of the regulatory agen-
cies do not conform with "generally accepted accounting prin-
ciples." Their rules may prescribe accounting methods designed 
to highlight the adequacy of reserves, the liquidity of the enter-
prise, or the reasonableness of the rate structure in relation to 
invested capital, rather than to throw light on the earnings 
record of the organization, which is of primary interest to 
investors. 
CPAs called upon to audit the financial statements of such 
enterprises have had to experiment with new forms of attesta-
tion in cases where the financial statements submitted to stock-
holders have been required to conform to an agency's account-
ing requirements. The CPA cannot always state that the finan-
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cial statements fairly present financial position and results of 
operations in accordance with generally accepted accounting 
principles. It would be perfectly truthful to say that they are 
fairly presented in accordance with accounting requirements of 
the regulatory agency concerned, but this type of statement 
would not be very helpful to investors. However, it is not re-
garded as improper for a CPA to express an opinion to the ef-
fect that such statements fairly present whatever it is they do 
present, as long as it is clear to all readers that they are not pre-
pared in accordance with generally accepted accounting prin-
ciples, and what the significance of the differences is. 
In the case of insurance companies, for example, the SEC 
requires that the financial statements filed with it show a re-
conciliation of the net equity and net income figures with what 
the results would have been under generally accepted account-
ing principles, instead of the rules of the insurance commis-
sions. With this added information, CPAs have found it possible 
to express opinions on the financial statements which are ac-
ceptable to the SEC. 
It would be far preferable, however, if all financial state-
ments submitted to investors were prepared in accordance with 
generally accepted accounting principles, and this is one of the 
profession's objectives. 
Other Special Reports 
In the course of business, various situations arise in which 
there is a need for the transmission of credible financial data 
from one party to another, quite apart from the financial state-
ments addressed to investors, creditors, government agencies, 
contributors, taxpayers, or other "mass audiences." 
Examples of such special reports are: statements of liquida-
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tion in bankruptcy, statements of royalty payments under li-
cense agreements, statements of compliance with the financial 
provisions of bond indentures, statements of rentals payable 
under leases providing that rentals shall be related to net in-
come of the tenants, trade associations statistics, and so on. Fre-
quently CPAs are asked to examine the underlying evidence and 
attest to the reliability of data of this kind. Forms of attestation 
differing from the standard opinion on the conventional finan-
cial statements have been devised for this purpose. 
Straws in the Wind 
Extension of the attest function to unfamiliar fields is more 
than likely. 
Recently a corporation official wrote, in discussing employee 
profit-sharing plans: 
"Choose a reputable firm of certified public accountants to 
determine the profits and the employees' share of them under 
the plan. Underscore the fact in the publicity. This will head off 
criticism that the plan doesn't mean anything because the com-
pany will juggle the profits in such a way that there will be 
none to share."70 
A sociologist has suggested that CPAs could be useful in many 
activities involving measurement techniques outside the busi-
ness world; for example, in objective evaluation of sampling 
techniques used in attitude and opinion surveys, television rat-
ings, and so on; and in budgeting and auditing costs of scien-
tific-research projects, particularly overhead allocations. 
Chrysler Corporation recently had its auditors select one 
hundred customers to try its new turbine-powered car—empha-
sizing that the test group was impartially selected. 
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Conclusion 
Examples of significant extension of the CPA's attest func-
tion to data outside of the usual financial statements are in-
creasing rapidly. Opportunities for further extension may pro-
liferate in the years ahead. Versatility on the part of CPAs and 
willingness to experiment will accelerate the trend. Financial 
data should be tailored to the needs of users. Auditors' opinions 
can be modified and adapted to the circumstances.71 
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CHAPTER 9 
Tax Returns and Tax Practice 
NOTHING that has been said up to now applies to 
that unique form of external report to government known as 
the tax return, nor to the related processes of planning, advice, 
and representation before the Treasury Department which— 
together with return-preparation—constitute the important field 
of tax practice. 
This field has special characteristics, which, on the surface 
at least, seem to differentiate it from other phases of professional 
accounting practice. However, the differences may be more of 
degree than of kind. 
Obviously the preparation of an income-tax return involves 
the measurement and communication of financial data. It is an 
inescapable part of the accounting function. 
In discussions with the Internal Revenue Service, the CPA 
properly acts as representative of his client. While the practice 
of "forensic accounting," as it has been called—in other words, 
oral argument—is much more extensive in the tax field than in 
any other, it does occur elsewhere. Before the staff of the SEC, 
for example, CPAs often argue in support of positions they 
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have already approved in financial statements of clients filed 
with the Commission. 
No business can afford to overlook taxes in its planning, con-
trol and decision-making processes. In advising and assisting 
clients in tax planning, therefore, the CPA's work is not unlike 
that in other areas of service to management. 
These propositions become important if any effort is made to 
formulate a philosophy of professional accounting practice. 
They also have a bearing on delineation of the CPA's responsi-
bilities in tax practice, which in turn affects public opinion of 
the profession as a whole. 
Importance of Tax Practice 
Tax work has been for many years a significant part of the 
practice of most CPAs, producing perhaps as much as one-
quarter of the total fee volume of the entire profession. Tax 
problems often provide the point of original contact between 
CPAs and small businessmen who recognize no need for "opin-
ion audits," and whose interest in accounting is inspired mainly 
by a desire to minimize taxes within the limits of the law and 
regulations. The need for assistance in preparation of a tax 
return, however, may later lead to a desire for the full range 
of professional accounting service. 
Again, tax practice is the only area in which CPAs serve large 
numbers of individual persons as clients, as contrasted with busi-
ness enterprises and institutions. Public opinion of the CPA, 
therefore, is largely conditioned by his conduct as tax adviser 
and return-preparer for tens of thousands of men and women 
who have no conception of the importance of the accounting 
function in relation to investment, credit, management, or gov-
ernment regulation. 
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The social importance of what tax practitioners do is highly 
visible. What is described as a voluntary, self-assessing tax sys-
tem provides the bulk of the nation's revenues. The attitudes of 
CPAs can influence their clients, and thus contribute sub-
stantially to the success of the system. 
The Outlook 
CPAs share the field of tax practice with lawyers, noncerti-
fied accountants and others who can meet Treasury Depart-
ment standards. The number of lawyers who specialize in tax 
work has increased steadily over the years. An effort should be 
made to determine whether any trend is in motion which would 
indicate a change in the nature or scope of the CPA's tax prac-
tice, or in the relative volume in relation to that of other prac-
titioners. 
A survey of the growth of local CPA firms over the five-
year period 1959-1963 indicated that revenues from tax work 
remained fairly stable relative to other services, while quite sig-
nificant increases occurred in auditing and various services to 
management. These results are not statistically valid, and should 
not be taken too seriously, but perhaps they suggest further in-
quiry to determine what is happening. 
In the long run the future of tax practice will, of course, de-
pend on the nature of the tax system itself. 
Some informed observers believe that simplification of the 
income-tax law is inevitable some day, but vested interests and 
political considerations will make it a slow process. For the fore-
seeable future an income-tax law of sufficient complexity to re-
quire the intervention of professional experts is likely to remain. 
Students of the subject point out that the original motivation 
for a progressive income tax, with steeply graduated rates, was 
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rooted in a grass-roots conviction that equitable distribution of 
wealth — mass purchasing power — would be better for the 
country than extremes of luxury and poverty. As the nation 
has become more affluent, and lower income groups have 
gained the protection of unemployment insurance, hospital and 
medical insurance, social security, pensions, minimum-wage 
laws, and so on, the pressure on the income-tax laws to ac-
complish "social justice" may have diminished. Perhaps this is 
why rate reductions and modification of the steep progression 
in rates appear now to be acceptable to most of the people. 
Heavy dependence on income taxes, by far the largest part 
of the government's revenues, has also raised questions. It is an 
unstable, fluctuating financial base, which makes Federal plan-
ning and budgeting more difficult. An economic recession can 
reduce revenues suddenly, and throw the budget out of kilter. 
Yet at the same time the government will be pressed to spend 
more to take up the slack in employment. 
Again, it has been pointed out that government is using the 
tax system as an economic tool—an incentive to economic 
growth and an antidote to inflation. The intrusion of averaging 
techniques into the income-tax system, through carryback and 
carryforward of losses and other averaging methods, lessens the 
effectiveness of the income tax as an immediate offset to in-
flationary or deflationary trends. Conceivably, to supplement 
the income tax, another major source of tax revenue will be de-
veloped in which modifications of rates would have a more 
direct economic impact. 
All in all, the possibility of complete elimination of the in-
come tax is extremely remote. But the introduction of a com-
panion tax—a turnover tax, a gross receipts tax, a manufac-
turers tax, or some other device—with a simultaneous reduction 
in income-tax rates, is not regarded in informed circles as un-
likely. 
Meanwhile, simplification of the present income tax would 
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be a great boon to the nation as a whole—although it might 
adversely affect the tax practice of CPAs! The savings that 
would be possible in administration and compliance, the re-
moval of the uncertainties and distortions that the tax law now 
imposes on business decisions, and the sharpening of incentives 
to private enterprise which would result, will keep enough peo-
ple interested in simplification to prevent the subject from 
being forgotten. 
But simplification means the loss of special advantages by 
various groups of taxpayers. As long as the initiative rests with 
Congress, which is highly responsive to pressure groups, every 
effort at simplification is likely to wind up in additional com-
plication. Only strong grass-roots support from the masses of 
voters can bring about any basic changes in the tax structure. 
One way to mobilize grass-roots support might be to have a 
private nonpartisan commission, composed of professional men 
working closely with the Treasury Department and Congres-
sional committees concerned, propose an entirely new tax law 
whose merits would be obvious to the average citizen. A nation-
wide campaign for its adoption might overcome the opposition 
of special-interest groups—as the campaigns for withholding 
and split-incomes for married couples succeeded in doing. 
The Institute's tax committees have urged the creation of 
such a nonpartisan commission for more than twenty years. 
Gradually, the idea has been gathering support in other influ-
ential quarters. If rates are reduced, the time may not be far 
away when the job could be done. The accounting profession 
could gain much prestige by taking a leading part in the move-
ment. 
The difficulties confronting such a project are not to be under-
estimated. But no one denies that a serious problem exists. If 
anyone can do anything about it the CPAs, economists and law-
yers who are most familiar with taxation should be the best 
equipped to take the lead. 
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Change in Character of Tax Practice 
The enactment of the Internal Revenue Code of 1954 was a 
significant step, and perhaps the first readily recognizable one, 
in a basic change in the character of the tax laws that has ac-
celerated markedly in the last few years with the enactment of 
the Revenue Acts of 1962 and 1964. This change has increased 
the specificity and complexity of the tax laws to a greater extent 
than might be realized by anyone who does not work with them 
regularly. 
Examples are the provisions of the 1962 Act intended to 
achieve some degree of similarity between the taxation of busi-
ness income in the United States and similar income earned out-
side the United States by business entities subject to tax abroad 
but owned or controlled here. As this book goes to press, the 
Treasury is still struggling with the regulations under Subpart 
F, which deals with the taxation of controlled foreign corpora-
tions. The regulations are long and detailed and so complex 
that they must be restudied each time a question arises. 
Another example of complexity is in that part of the 1964 
Act that provides for the averaging of income. Although this 
was a desirable change, and had long been sought by the Insti-
tute's committee on Federal taxation, it adds a complicating 
consideration to the preparation of individual income-tax re-
turns. There are many other examples that might be mentioned, 
such as the new choices available to related corporate groups 
under the 1964 Act, which will raise many questions when their 
returns are to be prepared. 
The significance of this change to CPA tax practitioners may 
not be fully recognized. Tax questions cannot be resolved by 
application of general accounting concepts (if that was possible 
before). Practitioners must prepare themselves much more com-
pletely to do tax work than may have been necessary in the 
past. It has become increasingly difficult to serve a client well 
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by providing answers to relatively isolated questions. The whole 
intricate fabric of the tax structure must be understood thor-
oughly if sound advice and constructive tax-planning sugges-
tions are to be given. 
While the CPA must be better prepared than ever before 
to practice in the tax field, the training available to the aspiring 
CPA does not seem to have been adapted to meet this need, 
except perhaps in the internal training programs of some firms. 
Perhaps the CPA in the tax field is in greater danger of rela-
tive loss of position from these circumstances than from any 
external influences. 
There should be a reappraisal of the CPA's training for tax 
practice and of the standards of performance that may be ex-
pected of him in the conduct of that practice. 
CPAs' Responsibilities 
Treasury spokesmen have made it clear that CPAs are not 
expected to carry any heavier responsibilities than lawyers or 
others enrolled to practice before the Department. 
The "jurat," or affidavit which each return-preparer is re-
quired to sign, is not an "attestation" in the sense in which that 
term is applied to an independent auditor's opinion on financial 
statements. 
Yet the fact that this affidavit says that the return is true, 
correct and complete to the best of the preparer's knowledge 
and belief may be open to misinterpretation. Since CPAs are 
known as auditors, could it be assumed that they were charged 
with greater knowledge, or should have more solid grounds for 
their belief, than other preparers? 
It is well known that many income-tax returns are prepared 
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on the basis of information furnished by the taxpayer, without 
audit of his books. Would a CPA nevertheless be expected to 
question items which on their face appeared to be unreason-
able, before consenting to sign the affidavit on the return? 
Regardless of the specific rules laid down by the Treasury 
Department, what are the ethical and moral considerations 
relating to the disclosure of items for which there is no reason-
able support? 
These and similar questions have long disturbed many CPAs. 
Precise answers are difficult, if not impossible. But the vast 
majority of CPAs are proud of their own professional reputa-
tions, and jealous of the status of their profession as a whole. 
They would welcome guidelines to proper conduct in tax prac-
tice, as in other areas. 
The Institute's committee on Federal taxation took a tre-
mendous step forward in 1964, after several years of study and 
preparation, in launching a series of Statements on Responsi-
bilities in Tax Practice.72 This voluntary approach to self-
discipline, taken at the initiative of the profession itself, will 
surely attract the favorable attention of all concerned with in-
come taxation. The project has already been highly praised by 
Internal Revenue officials. It deserves the enthusiastic support 
and active assistance of all CPAs. No other organization in the 
tax field has attempted such a step. 
It should be recognized that such official statements will serve 
not only as guides to practicing CPAs, but also as protection to 
those who follow such standards against unjust charges of 
misconduct. 
Also in 1964, the Institute's committee on professional ethics, 
for purposes of clarification, issued the following opinion: 
"It is the opinion of the committee that the Code of Profes-
sional Ethics applies to the tax practice of members and associ-
ates except for Article 2, relating to technical standards, and 
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any other sections of the Code which relate only to examinations 
of financial statements requiring opinions or disclaimers. 
"The committee is of the opinion that the statement, affidavit 
or signature of preparers required on tax returns neither con-
stitutes an opinion on financial statements nor requires a dis-
claimer within the meaning of Article 2 of the Code. 
"In tax practice, a member or associate must observe the 
same standards of truthfulness and integrity as he is required 
to observe in any other professional work. This does not mean, 
however, that a member or associate may not resolve doubt in 
favor of his client as long as there is reasonable support for his 
position." 
Important progress has been made in clarifying CPAs' re-
sponsibilities in tax practice. Persistence on the same course 
cannot fail to enhance the profession's reputation. 
Public Opinion 
CPAs encounter greater temptations to unethical or even 
dishonest conduct in tax practice than in any other aspect of 
their work. So, of course, do lawyers and other tax practitioners. 
Clients may bring pressure on their independent auditors to 
approve questionable accounting practices in financial state-
ments intended for investors or creditors, but the temptation to 
yield is negligible in comparison with that present in a tax case, 
where huge fees may result from successful efforts to save a 
client large amounts of tax dollars—often worth twice as much 
as profit dollars. 
A few CPAs, as well as lawyers and other tax practitioners, 
have been convicted of attempts to bribe Revenue agents, and 
of conspiracy to defraud the Government. From time to time 
it is rumored that a CPA may have winked at padded ex-
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pense accounts, undervalued inventories, and other practices 
which could not stand the light of day. 
The vast majority of CPAs have never associated themselves 
with representations in tax matters that they could not honor-
ably defend in a public forum. Nevertheless, the misdeeds of 
the few becloud the collective reputation of the many. Some 
citizens, a minority no doubt, appear to believe that there is 
something unwholesome about the activities of lawyers and ac-
countants in the tax field. Comments to this effect appear in 
the press from time to time. 
However unjust, the fact that such opinions exist may impair 
public respect for the CPA profession. Vigorous efforts should 
be made to offset impressions of this kind. 
Formulation of standards of practice will help greatly. Prompt 
and effective disciplinary action against wrongdoers, with full 
publicity, is highly desirable. Closer cooperation with the In-
ternal Revenue Service might bring to the earlier knowledge of 
the professional societies cases in which their members may 
have been guilty of unethical conduct. 
Relations with the Bar 
CPAs must constantly bear in mind the necessity of main-
taining good communications and friendly relations with the 
legal profession. 
There is no clear definition of the proper areas of activity of 
lawyers and CPAs in the tax field—and probably never can be. 
Everyone concedes that each has a place, and that certain 
aspects of tax practice should be the exclusive province of one 
or the other.73 But there is a broad middle ground in which 
both professions operate freely. 
In past years disputes have arisen resulting in litigation, at-
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tempted legislation, and public conflict between the two pro-
fessions, over the extent to which CPAs can practice in the 
tax field without invading the legally regulated and jealously 
guarded, though undefined, field of the practice of law. Ma-
chinery created by the two professions is now available for the 
peaceful disposition of such disputes. However, the basic issues 
have never been resolved, and the possibility of renewed conflict 
is always present. 
Individual lawyers continue to complain frequently that 
CPAs "practice tax law." The legal position of the CPA in tax 
practice at present seems quite secure, but scrupulous care 
should be exercised to avoid intrusion into those fields of prac-
tice which properly should be the lawyers' exclusive domain. 
The Treasury Department has the power to restrict the scope 
of CPAs' activities if it deems it necessary. Evidence of flagrant 
and widespread abuses might lead to that conclusion. 
The professional accounting societies should periodically re-
mind their members to avoid unintentional trespassing on for-
bidden ground. 
Tax Accounting and Business Accounting 
The tax laws and regulations specify the manner in which 
many transactions must be accounted for in the determination 
of taxable income. Frequently these methods are not in accord 
with generally accepted accounting principles for financial-
reporting purposes. 
Yet the impact of the income tax on business is so direct, and 
potentially so lethal, that there is a tendency to adopt for all 
purposes accounting methods that will result in the least tax 
liability. 
This creates resistance, particularly among small businesses, 
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to adoption of better accounting principles for purposes of 
financial statements to investors and creditors, even though 
clearly sound for this purpose, if the result would be a showing 
of income greater than that shown under other accounting prin-
ciples permissible for income-tax purposes. No one wishes to 
encourage the IRS to adopt accounting methods which will 
result in a higher tax. 
But even worse, the necessity of reconciling records needed 
for tax purposes with regular financial accounts, and the possi-
bility that preferable business practices will involve increased 
taxes, add to the already heavy burdens of compliance. Ac-
ceptance for tax purposes of generally accepted accounting 
principles would greatly improve the situation. The courts, 
which do not normally have accounting background, have often 
distorted accounting for tax purposes in an effort to prevent 
improper avoidance.74 
The result has been more confusion, uncertainty and ex-
pense. 
Social Obligation 
CPAs—both as individuals and through their professional 
societies—should express their informed views on broad tax 
policy, on the effect of rates on business and the economy in 
general, and on all other aspects of taxation in which they have 
knowledge superior to that of the general public. This type of 
activity should be accepted as a social obligation. 
The CPA's intimate knowledge of the impact of taxes on 
business enterprises has enabled them to give valuable advice 
to the Congressional committees concerned with tax legislation, 
and to the Treasury Department and Internal Revenue Service. 
The Institute's committee on Federal taxation has attracted 
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favorable attention by its objectivity in suggesting changes in 
the law and administration advantageous both to taxpayers 
and the government. 
For many years the Institute's committee confined itself to 
technical recommendations. More recently it has ventured into 
the field of policy, and its proposals have been well received. 
Administration 
The underlying principle of the tax system in the United 
States is that the payment of taxes is a civic duty—not an ad-
versary proceeding. Yet the fact must be faced that over the 
years the attitude of internal-revenue agents, with notable ex-
ceptions, has been that of an adversary. 
Honest taxpayers who have made full disclosure have been 
subjected to additional assessments on highly technical and 
debatable grounds. Their choice has been to pay up or go to 
the expense of fighting the Government's claim, possibly all the 
way through the courts. The natural reaction has been to avoid 
disclosures in "gray areas" which would give an agent an ex-
cuse for claiming additional tax. Thus, the system has taken on 
something of the character of a contest of wits, at great expense 
to all concerned. 
Recognizing the dangers of increasing taxpayer resistance, 
the Internal Revenue Service has recently made strenuous ef-
forts to encourage cooperation by taxpayers and tax practi-
tioners. The "quota system," under which an agent was rated 
by the amount of additional tax he could extract as a result of 
audit—though the existence of this system was often denied— 
has now been publicly abolished by the Commissioner. 
Revenue agents have been instructed to "go down the 
middle," to be fair and reasonable, to point out legitimate 
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deductions which taxpayers have overlooked, not to feel that 
their job is solely to maximize revenue. Criticism of the Service 
has been invited. 
There is reason to hope that in time it will be possible to re-
verse the trend toward regarding the Revenue Service as an 
opponent in a sort of intellectual sporting event. If this day 
should come, it may also bring an additional opportunity for 
CPAs to be of service. It has been suggested that, given appro-
priate conditions, the Service might accept returns without 
audit if a CPA would assume responsibility for their fairness 
under well-defined standards. Many CPAs believe that the pro-
fession should some day accept greater responsibility for the re-
liability of information in tax returns. 
Prominent tax practitioners, however, believe that extension 
of the attest function to tax returns is wholly impracticable 
under present conditions or conditions likely to exist in the fore-
seeable future. 
Mortimer J. Caplin, then Commissioner of Internal Rev-
enue, had a word to say on this subject in 1963, at the Twenty-
First Annual Meeting of the New York University Institute on 
Taxation. He first stated that the Internal Revenue Service 
was seeking three goals: first, to minimize the adversary climate 
and make perfectly clear that tax administration is not a game; 
second, to attain full disclosure on both sides of the facts and 
basic tax issues; third, where conflict exists to get a fair and 
reasonable resolution of the differences. 
He then continued, "Mention might be made of the interest 
that has been indicated by some accountants in establishing a 
procedure for a limited audit of returns prepared by authorized 
persons; this is something akin to the English or Canadian 
system. 
"In responding to these inquiries I have expressed the view 
that, before we can begin to think of such a system, we would 
first have to promulgate very clearly established standards of 
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conduct. Secondly, the obligations and responsibilities of the 
authorized preparer will also have to be clearly defined and 
understood. In the ideal world it could be a very fine system; 
it would certainly simplify the whole administrative process, 
and I would not want to bar this as an existent possibility. But 
I am not holding a brief for such a system; and I must empha-
size the importance of satisfying the two points stated above 
before this thought can be given serious consideration." 
An alternate suggestion was put forward some years ago by 
the Institute's tax committee: that three forms of jurat or affi-
davit be printed on tax returns, so that a preparer could indi-
cate whether he had audited the taxpayer's books, or had made 
a limited examination, or had simply accepted information fur-
nished by the taxpayer. 
This, it was thought, might assist the Service in classifying 
returns for audit. But for various reasons this proposal was 
neither adopted nor renewed. 
The general idea deserves more study in greater depth. 
Conclusion 
As long as the income tax is the main source of government 
revenues it will be a principal focus of public interest. Since the 
income-tax system rests on the measurement and communica-
tion of financial and economic data, the accounting function is 
indispensable in its administration. 
CPAs have inviting opportunities for public service in the tax 
field by helping to improve the standards of tax practice and 
tax administration, and by working with other groups in efforts 
to improve the tax system itself. 
Income tax is inevitably an integral part of the professional 
practice of accounting. The role of the CPA in this field should 
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be the subject of continuous, intensive study. His responsibilities 
should be clarified. Adequate training for tax practice should 
be provided. Research in taxation should be extended. And 
CPAs should take a leading part in efforts to remove the many 
flaws in the present system, in the interests of the nation as a 
whole. 
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CHAPTER 1 0 
Auditing 
AUDITING is an integral part of the financial report-
ing process. "Without auditing, degeneration of the accounting 
process sets in."75 
In no other area of practice has the CPA profession done a 
better job in developing standards of performance and clari-
fying professional responsibilities. 
From 1917 to the present time the Institute has issued a steady 
stream of bulletins, official statements, staff research reports and 
case studies, all designed to improve the quality of auditing and 
audit reports. 
This has been an example of self-discipline, voluntarily under-
taken by a profession, in which CPAs can properly take pride. 
It has undoubtedly greatly enhanced their status in the eyes of 
credit grantors and other users of financial reports. 
The official literature76 on independent auditing has largely 
eliminated unnecessary variations in auditing standards and 
procedures based wholly on the subjective judgment of indi-
vidual auditors. It has established standards of work that must 
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be performed before an opinion may be given. It has provided 
disciplinary sanctions against dishonest, negligent or incompe-
tent CPAs. 
And it has provided a safeguard against the imposition of 
unreasonable liabilities on independent auditors by the courts 
which, in the absence of authoritative pronouncements by the 
profession itself, would have had to determine the extent of 
auditors' responsibilities on a case-by-case basis. 
Such work is never finished. The old problems, once solved, 
need to be reconsidered in the new environment. At the same 
time, new problems continually arise. But it may be said with 
some confidence, so far as auditing practice is concerned, that 
the matter is well in hand. A solid foundation of standards has 
been established, which are almost universally accepted. This 
foundation will support whatever additions to the superstruc-
ture that may seem necessary as times change. 
A Philosophy of Auditing? 
What is lacking, as in the other phases of professional ac-
counting practice, is a philosophy of auditing. 
"One sees something incongruous in the existence of a pro-
fessional group deriving its status primarily from the practice 
of auditing, but having no body of theory to support that prac-
tice. . . . One reason, then . . . for auditing theory is the hope 
that it will provide us with solutions, or at least clues to solu-
tions, of problems which we now find difficult As an or-
ganized body of knowledge there must be some rhyme or reason 
to its system; there must be primary and secondary levels of 
knowledge; there must be relationships and interrelationships; 
there must be a reconciliation and rapport with other fields of 
knowledge." 
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These words come from A Philosophy of Auditing, by R. K. 
Mautz and Hussein A. Sharaf, a monograph published in 1961 
by the American Accounting Association—which, whether one 
agrees with everything in it or not,77 should be required reading 
for every CPA. 
The monograph provides an introduction to the broad prob-
lem of formulating a philosophy of auditing—an investigation 
into the possibility and nature of such a philosophy. Technical 
standards and procedures, supplemented by unilateral state-
ments of responsibility, do not constitute a philosophy— 
" . . . knowledge or study which deals with . . . the most general 
causes and principles of things." 
There can be no doubt that the audit function fills a social 
need. But it has been mainly associated with the immediate 
needs of investors and credit grantors. An analysis of the essen-
tial nature of auditing, without regard to specific current ap-
plications, might reveal its fundamental relationship to the 
needs of society as a whole, and a "reconciliation and rapport 
with other fields of knowledge." 
An incidental objective would be to increase public under-
standing of the function, and public respect for it. 
But the principal objective would be to permit a systematic 
consideration of how the audit function could be adapted to 
changing economic and social conditions, and how it could be 
extended to meet new needs which may arise in the future. 
Many of the essential elements of a philosophy of auditing 
are already available—in the "Auditing Standards and Pro-
cedures," the Code of Ethics and related opinions, papers by the 
Institute's committee on long-rang objectives, and the general 
professional literature. But some concepts have not yet been 
fully developed—independence, for example. And the various 
elements have not yet been articulated. An effort to articulate 
them would probably reveal some important gaps requiring 
further research, which in turn might reveal additional oppor-
tunities. 
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Some Specific Questions 
There are many questions which a well-conceived philosophy 
of auditing might help to answer. 
To what extent, if any, have existing assumptions as to the 
purpose of independent audits been rendered obsolete by 
changes in the environment? 
For example, one of the original purposes of the independent 
audit was to guard against fraud by employees. Is it any longer 
valid? Management can now guard against such irregularities 
by purchasing fidelity bonds, by internal-control procedures, 
and in larger companies by internal auditing. It is well recog-
nized that the expense of having independent auditors extend 
their examinations to the point which would assure discovery 
of minor irregularities would be prohibitive in companies of 
any size. Is it desirable to retain some vestigial responsibilities 
in this area, even though no audit can guarantee discovery of 
employee irregularities, or would it be better to aim for even-
tual abandonment of this objective, assuming public consent? 
In earlier days the possibility of dishonesty on the part of 
top management was also a motivating factor in requiring inde-
pendent audits. Every CPA can recall notorious cases in which 
investors and credit grantors were defrauded by relying on false 
representations by the management. The auditors were severely 
criticized in the press—and sometimes in the courts. 
Today, with rising ethical standards in business, and broader 
legal sanctions under which corporate managers may be pun-
ished for malfeasance, is the probability of deliberate dishonesty 
on the part of top officials becoming increasingly remote? If so, 
will there come a time when it will be uneconomical to require 
all corporations to assume the expense of independent audits 
sufficiently extensive in scope to catch the rare dishonest 
manager? 
It is doubtful in any event whether independent audits can 
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provide assurance against massive collusive managerial frauds. 
How can CPAs protect themselves against criticism by the 
public, and possible legal liabilities, for failing to do what is 
impossible? 
In chapter 7 the need has been mentioned for greater pre-
cision in describing the concepts of materiality, disclosure and 
the relative responsibilities of management and auditor. These 
matters, and many others, would be embraced in a compre-
hensive philosophy of auditing. 
Standards and Procedures 
In earlier days a certified public accountant could do as 
much or as little work as his own subjective view might indicate 
was necessary in the circumstances. He could write his own re-
port in his own words, with as many hedges and qualifications 
as he desired, without indicating clearly the extent of responsi-
bility he was assuming. Today, there are clearly defined stan-
dards which he must observe in determining the scope of his 
examination and in expressing his opinion on the results. 
Yet the standard short form of auditor's opinion and the 
official statements of auditing standards and procedures which 
back it up, may have some potential disadvantages which 
should be considered in planning for the future. 
In the first place the standard form of opinion is not fully 
understood by many users of financial reports who have no 
comprehension of the vast amount of audit work that underlies 
its two short paragraphs. Again, the stereotyped language of 
the opinion gives the reader no means of judging possible vari-
ations in the competence of different auditors, in the quality 
of their work, or in the quality of the accounting of the com-
panies whose financial statements have been examined. 
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The fact that financial statements are presented in concise 
terms and in what appear to be exact numbers, together with 
the fact that the auditor's opinion is brief and usually identical 
with other auditors' opinions, may create an illusion of per-
fection and precision which could be misleading to readers. 
The standard form of opinion, and the auditing standards 
and procedures on which it is based, may also have an effect 
on the attitudes of certified public accountants themselves. Is 
it possible that CPAs may become satisfied with compliance 
with the minimum standards which will protect them against 
liability, rather than considering each case on its own merits 
and extending audit procedures whenever it appears desirable? 
May CPAs also be discouraged from venturing outside the 
conventional scope of the standard opinion by providing ex-
planations and interpretations which would be helpful to read-
ers of the statements? 
Could a tendency develop for auditing to become a somewhat 
repetitive process, based on prearranged audit programs and 
time budgets designed to keep fees at a level acceptable to 
clients? It would be unfortunate if the regular periodic audit 
came to be regarded merely as a process of producing and sell-
ing a standard opinion at a competitive price. 
The public might get the impression that one CPA was as 
good as another, that one audit was as good as another, and 
that it was good business to buy a standard opinion as cheaply 
as possible. Business managers might be encouraged to look at 
an audit as a necessary evil, a kind of modified form of insur-
ance, having little significance to the welfare of the business as 
a whole. 
Even today there are prominent members of the profession 
who feel that the Institute may have gone a little too far in 
spelling out detailed requirements of audit procedure, and de-
tailed language for the expression of various types of opinions, 
special reports, qualifications, exceptions, explanations and dis-
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claimers. For example, the basic requirement of physical ob-
servation of inventories is regarded by some as unnecessary in 
many cases, and therefore the source of a needless expense. 
Professional judgment, say those who hold these views, 
should be free to determine what is necessary in the circum-
stances, and to express conclusions in whatever form seems 
appropriate. 
They may be right, but there is another side of the argument. 
The day may not yet have arrived when the profession as a 
whole has a common understanding of the auditor's responsi-
bility, audit objectives, and basic standards. Until that day ar-
rives perhaps guidelines and directives are necessary to pre-
vent chaos. The formulation of a philosophy of auditing might 
hasten attainment of the ideal. 
Clearly, the attitude of CPAs toward their own function as 
independent auditors will strongly influence the attitudes of 
their clients and of outsiders who use the clients' financial re-
ports. The CPA's own view of himself and his work will also 
influence the type of personnel he recruits, the education and 
training he encourages in potential staff assistants, and his 
ability to retain able and ambitious young men in his organiza-
tion. 
If accounting firms were regarded as being in the business of 
selling the time of junior staff assistants in a process of checking 
the accuracy of records of events that are already past, the 
status of the accounting profession and the extent to which it 
could attract a fair share of the best brains among the youth 
of the country would inevitably decline. 
The future will take on a brighter hue, however, if the inde-
pendent audit is recognized as an essential part of the processes 
of both external reporting and internal decision-making, and 
the independent auditor is seen as a creative contributor to these 
processes, aiding management in discharge of its responsibilities 
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as well as facilitating investment, credit, regulation and other 
important economic activities. 
Computers 
Auditing procedures are being vitally affected by the rapidly 
growing use of computers. As company after company shifts 
its accounting records from paper to electronic tapes or drums, 
CPAs no longer find the types of audit trails which have been 
familiar in the past. They are developing other means of 
satisfying themselves as to the reliability of the information 
which the computer produces.78 
In large measure the computer itself contains much of the 
internal-control system. While auditors continue the processes 
of confirmation and physical inspection of assets, they rely more 
and more on tests and analytical approaches to satisfy them-
selves that the information produced by computers is reliable. 
The computers are also used in the auditing process itself. The 
ability of these electronic devices to make computations and 
comparisons, which would be prohibitively expensive if under-
taken manually provides auditors with new tools for analysis 
that will further reduce the detailed checking of paper records 
which was prevalent in the past, and is still associated in the 
minds of many people with the function of the auditor. 
The ability of computers to make rapid calculations, together 
with applications of statistical sampling to auditing, may elimi-
nate many man-hours of work which was necessary in the past. 
Moreover the quality and reliability of audit samples will be 
improved. 
In short, new techniques and procedures will free the audi-
tor from much of the former routine, and enable him to de-
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vote more time and energy to creative contributions to solu-
tion of problems with which his clients and readers of his reports 
are confronted. 
Continuous Auditing 
The use of analytical audit methods, together with increasing 
transfer of accounting data to computers, may accelerate the 
trend toward continuous auditing throughout the year. 
The computers can produce up-to-date financial statements 
at any time with incredible speed. 
Given adequate controls, supplemented by audit checks and 
tests, perhaps on a surprise basis, it may be possible for CPAs 
to express opinions on financial statements without the repe-
tition of all audit steps now considered necessary in each ac-
counting period. 
Conceivably, a continuous audit process would permit CPAs 
to accept some measure of responsibility for quarterly, semi-
annual, or even more frequent reports, which are greatly de-
sired both by investors and credit grantors. 
Will Audit Objectives Change? 
The questions raised in this chapter led a prominent CPA to 
make the following observation: 
"To oversimplify, as I see it, there are only two reasons for 
an independent audit: one is to give some expert opinion as to 
whether the information system is producing reliable informa-
tion ; the second is whether management itself, in presenting the 
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information is doing so, not dishonestly, but with subconscious 
bias. 
"If the information systems (via computers) are developed to 
the point where they almost invariably produce reliable informa-
tion, that eliminates one reason. And if management itself be-
comes more professional, more conscious of its social responsi-
bilities, more detached from self-interest—that is, more unlike 
the predatory entrepreneur of the old days—what happens to 
the second reason? Standards can be set; people have to live 
with their reputations. Perhaps management will produce just 
as responsible a presentation of financial data without the inde-
pendent auditor as they would with him." 
The response of his colleagues to this observation was that 
even if these conditions became prevalent in the distant future, 
the need for independently attested data would grow rather 
than wither in the decades immediately ahead. For one thing, 
as business becomes more closely linked with government in 
various ways, the attest function may become necessary in a 
wider variety of contexts. As the organization of business enter-
prises becomes more complex, the needs of both management 
and outside interests for reliable data on which to base deci-
sions may change and increase significantly—auditing may 
cover far wider territory than at present. As the international 
economy becomes more interdependent, new approaches to the 
audit of international transactions may be needed. And the 
audit function is quite likely to be further extended into areas 
where it has not been fully utilized—to governmental units for 
example. 
Changes in audit objectives may encourage a broadening 
of the scope of the independent auditor's opinion or report, so 
as to include more comment, explanation and interpretation 
which would be helpful to the reader. To be sure, management 
can never be relieved of its primary responsibility for the repre-
sentations in its own financial statements. But this does not 
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necessarily inhibit the certified public accountant, in the dis-
charge of his separate responsibility as auditor, from saying 
what he thinks needs to be said in order to make the statements 
fully informative to the user. 
The advantages of the auditing standards and procedures 
underlying the present short-form opinion might be retained 
by the inclusion in each report of one standard sentence such as 
that recently suggested: "We have examined with due audit 
care the data found in (name of statement or statements) and 
find that they present fairly (the purpose of the statement)."79 
Following such a statement, which would provide the reader 
with assurance that all appropriate standards had been com-
plied with, the CPA might offer such interpretive comment as 
he thought appropriate in the circumstances. 
Considerations of legal liability are, of course, important. 
CPAs would feel much freer to offer helpful comment, and to 
express their own views for the benefit of both the client and 
outside users of financial statements, if they had no fear that 
unreasonable liabilities might be imposed upon them by the 
courts. 
In any event, it seems possible that events will push CPAs in 
the direction of a more creative approach to independent audit-
ing, with greater reliance on analytical methods, with conse-
quently less need for large audit staffs and standardized pro-
cedures, and with increasing flexibility in opinions and reports. 
Auditing might take on the character of a continuing analytical 
and consulting service. 
Auditing the Information System 
Why shouldn't an independent audit have two objectives: 
(1) to support a professional opinion on financial statements 
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for external-reporting purposes; and (2) to support a report 
to management on the effectiveness of the information system 
for internal planning, control and decision-making purposes? 
It shouldn't make any difference whether the information 
system were stored in a computer or not. The only questions to 
be answered would be whether or not management was getting 
the information it needed to run the business efficiently, and, if 
not, what should be done about it. 
By and large, these questions may be of more critical im-
portance to many small businesses—even very little businesses— 
than to most large companies, which have competent internal 
accounting staffs. But even the largest company might welcome 
an independent, objective review of how its information system 
was working. 
It was pointed out in chapter 3 that "information system" is 
only a new-fangled term to describe the sources of data which 
management uses to plan, control and decide. A sole proprietor 
may carry the information system in his head, or on the backs 
of envelopes in his hat. In a giant corporation the system may 
be lodged in a computer installation occupying thousands of 
square feet. 
In either case, the management may or may not be getting 
the data it needs, at least possible cost, to run its business 
properly. 
A double-entry bookkeeping system in a small business 
normally will not provide data required for effective cost con-
trol, inventory control, budgeting, sales forecasting, production 
control, and other management functions. Yet however in-
formally, at no matter how primitive a level, every business 
must attempt to perform these functions, consciously or sub-
consciously. 
If these kinds of data are generated independently by the 
different employees or departments responsible for the respec-
tive functions, they will not be prepared on the same bases—and 
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they will not be tied in with the double-entry bookkeeping sys-
tem. If top management tries to use such data as a basis for 
decisions affecting the enterprise as a whole, it may be misled 
into grievous error.80 
One basic purpose of the customary audit of financial state-
ments is to ascertain whether the information system is produc-
ing reliable information for external-reporting purposes. Why 
not extend the audit to ascertain whether the system produces 
reliable information for internal management purposes? 
Two answers may be forthcoming: (1) "We already do it"; 
and (2) "We can't do it, because we are not experts in manage-
ment." Both answers are no doubt partly correct, but only 
partly. 
Many CPA firms, large and small, customarily send what is 
sometimes called a "management letter," along with, but sepa-
rate from, the audit report. This letter offers comments and sug-
gestions on various matters noted by the auditors, ranging all the 
way from insurance coverage to comparisons of sales, profits and 
operating ratios with statistical averages in the industry. But 
rarely does the auditor attempt a systematic, programmed re-
view of management's needs for information and an analysis 
of whether management is getting reliable information to meet 
these needs. 
It may be true that many CPAs, if not most, today have had 
too little training in management theory and techniques to ac-
cept professional responsibility for recommendations regarding 
internal-information systems. But they have to know something 
about some phases of the system even to accept professional 
responsibility for their opinions on financial statements. They 
could move in the direction of auditing the entire information 
system by gradually expanding the scope of their comments, 
by raising questions, and by discussing with management prob-
lems involving the need for more or better data. 
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Where can small business get this kind of help at reasonable 
cost, except from CPAs? 
Tomorrow's CPAs, for reasons to be discussed later, will 
probably have to know far more than the present generation 
about management theory, organization, communications and 
information systems. Twenty years from now it may be common 
for CPAs to assume audit responsibility for the adequacy of 
information systems under standards comparable to those which 
exist today for the audit of financial statements. 
The Growing Interest in the Future 
CPAs have usually thought of themselves as reporting on 
past events. They examine records of what has happened; they 
express opinions on the fairness of the manner in which the 
results are presented. The independent audit is an outgrowth 
of the concept that management must give an accounting of its 
stewardship—what it has done with the stockholders' money. 
The results are assumed to be useful to prospective investors 
only insofar as the past provides an insight into the future. 
But in fact even the conventional balance sheet and income 
statement include projections of the future, although they may 
not be evident on the surface. Amortization of the cost of assets 
requires an estimate of their useful life. Matching of costs against 
related revenues frequently requires estimates of future events. 
Lately the interest in the future is assuming larger propor-
tions in relation to the interest in the past. The report of the 
independent auditors is sometimes referred to in a belittling 
manner as a "post-mortem" analysis. Most stockholders today 
are not so much interested in what management has done with 
their money in the past (it was often somebody else's money 
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anyway) as they are in the likelihood of increased earnings in 
the future. They think of themselves for the most part as in-and-
out investors, not as permanent owners of the enterprise. 
The search for techniques of forecasting is therefore acceler-
ating. Comments such as the following are increasing: 
"The time unit of industrial economics must therefore be 
different from the time unit of pre-industrial economics. The 
'present' of industrial production is not a moment, a day or a 
year, but a long period, either that of the business cycle or that 
of the physical life of the equipment. Moreover, the future is 
as important an element in industrial production as the present. 
In industrial economics the present must always be focused on 
the future. This . . . gives an entirely new meaning to such 
traditional terms as 'profit,' 'income,' 'cost,' e t c . . . . Today's 
'profit' is at best a crude indication of profitability—if only be-
cause our accounting is still largely pre-industrial and designed 
to make an inventory of the past rather than to chart the 
future."81 
Most CPAs today would doubtless recoil in horror from a 
proposal that they take any responsibility for projections, and 
perhaps even extend their attest function to opinions on the 
soundness of the data on which estimates are based, and the 
methods by which the projections are made. 
But one shrewd observer, who is not an accountant, has said 
that in the light of the events of the next five years, next year's 
budget may prove to be as "accurate" as last year's income 
statement. 
Every accountant knows that last year's income statement 
could be made materially misleading by the sudden obso-
lescence of the company's plant or machinery, by credit losses 
in excess of those estimated, or by a sudden shift in consumer 
demand which made it impossible to dispose of inventory at 
satisfactory prices. The concept of a going concern requires 
implicit projections even in reporting on past results. The CPA 
of the future therefore might well shake off his traditional re-
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luctance to associate his name with data which are not veri-
fiable as arising from past events, since in fact CPAs of today 
are already expressing opinions on data based in part on esti-
mates whose validity depends on future events. 
What sort of projections would be interesting to investors 
and the public? For example, the expectations of the manage-
ment underlying major investments in new facilities, and ex-
penditures for research and development; projections of the 
company's position in the industry and share of the market; 
expectations underlying accumulation of inventory, or invest-
ment in enlargement and improvement of the work force. Sum-
marized operating budgets and capital budgets would be of 
great interest to investors and to others interested in evaluating 
management performance.82 
The assumption that a business enterprise will have perpetual 
life underlies modern accounting theory. It has been observed 
that the present is only an instant joining the past and the fu-
ture in the stream of time. Evaluation of a corporation by in-
vestors or other interested parties could be greatly facilitated by 
data which joined the report on past results and current posi-
tion to responsible projections, appropriately qualified, of the 
probabilities of the future. 
Obviously any transition from historical accounting to projec-
tions of the future for public consumption will encounter 
formidable resistance. 
Audit of Management Performance 
Much has been written in recent years about the responsibility 
of corporate management and its accountability to the public. 
The nature of some of the questions that have been raised has 
been touched upon briefly in chapters 1 and 2. 
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The question to be considered here is whether it is possible 
that CPAs may be asked to attest to data which would pro-
vide a basis for judging the performance of corporate manage-
ment in the public interest. 
To many readers this question may seem wholly remote from 
reality. But the subject of corporate accountability is being dis-
cussed so widely in economic and social literature that CPAs 
would be unwise to ignore it. 
The power wielded by managers of large corporations, whose 
"ownership" is so diffused as to have no effective control, and 
the impact of the managers' decisions on the economy as 
a whole raise questions as to the legitimacy of the position they 
occupy. This in turn leads to discussion of the nature of the 
corporation itself, its mission in society, how its responsibilities 
may be defined and how proper discharge of those responsi-
bilities can be assured. 
There is no longer any serious challenge to the large corpora-
tion as the most efficient agency for the accumulation and appli-
cation of capital to meet changing economic needs with speed, 
economy and efficiency. The vast majority of thoughtful ob-
servers—liberal and conservative—completely reject govern-
ment ownership and operation of business as an acceptable 
alternative. 
The professional managers have amply justified their exist-
ence, and even liberal economists hesitate to suggest too many 
restraints on management's freedom to make decisions, lest they 
kill the goose that lays the golden eggs. 
But the very importance of large corporations in American 
life leads to a desire for some rationalization of their position— 
a definition of what they stand for, what their objectives are, 
and how they may account for their actions in a manner which 
will enable the public to judge their performance.83 
"Unlike the religious and guild structures of earlier centuries, 
the large firm of today has no theoretical rationale linking 
power, purpose, and responsibility."84 
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Management's employment policies, its resistance to or ac-
quiescence in demands of labor unions, its location of plants, 
the extent of its foreign operations, its expenditures for research 
and innovation, its pricing and investment policies, and a host 
of other decisions have a critical impact on the economy as a 
whole, entirely apart from management's obligations to stock-
holders. 
Consequently there is a growing demand for greater ac-
countability on the part of corporate management. If the 
public is given sufficient information to satisfy it that manage-
ment is doing a good job in the public interest, as well as mak-
ing profits for stockholders, further governmental action might 
be considered unnecessary. Otherwise standards for appraising 
the performance of managements of "public" corporations 
might be written into law. 
Corporate objectives. The nature of the corporation's mis-
sion has been the subject of extensive debate. 
The more persuasive commentators insist that the overriding 
objective of the corporation is the maximization of wealth. Its 
job is to combine capital, labor and materials in order to create 
as much wealth as possible. It then divides the wealth created 
among the government in the form of taxes, the stockholders in 
the form of dividends, the consumer in the form of prices, and 
reinvestment in the business (under this reasoning the wages of 
labor and the salaries of management are part of the cost of 
production). The corporation naturally has to do its job within 
the framework of law, custom and public opinion which exists 
at any given time. Within the limits of the ground rules which 
society lays down, however, the corporation's main job is to 
maximize wealth. 
This line of reasoning is convincing. Society has created other 
institutions to deal with altruistic, educational, psychological 
and social problems. Rules can be made which can prevent 
corporations from engaging in anti-social behavior, but within 
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those rules the corporations should be free to concentrate on 
producing. 
However, corporate executives themselves in recent years 
have been making statements to the effect that the large corpo-
ration is a socially beneficial institution, assuming responsibili-
ties to employees, consumers, and investors; that profits are a 
means to an end but not an end in themselves. But if this is so, 
these responsibilities need to be defined. How can anyone de-
termine whether or not they have been well discharged? How 
can management make an accounting of its achievements in 
these areas? 
Articles and books have been pouring out in a steady stream 
which discuss these fascinating subjects. Various writers have 
suggested the following as appropriate corporate objectives: 
contributions to general economic growth, to advances in pro-
ductivity, to product innovation, to community requirements, 
to stability of employment, to enlarged public services; to effi-
ciency, abundance, liberty, equality of opportunity, equitable 
distribution of goods; leisure, security, development of the indi-
vidual; price stability, minimization of inflation, maintenance 
of competition, natural resource conservation; contributions to 
education, charity, and the "American system."85 
Possible controls. Numerous suggestions have been made for 
"riding herd" on corporate management. Justice Douglas of 
the United States Supreme Court has advocated the develop-
ment of a new profession of full-time directors. Others have 
suggested small stockholders' protective committees. Still others 
would permit democratic control through policy determination 
by stockholders, employees, and perhaps creditors. 
One writer says: "Most such reformers seem to be groping 
for a private device . . . rather than a Federal law, which could 
give the managers a more tangible source of authority than the 
accident of their own possession of the seats of power, and a 
more serious and official procedure of accountability than the 
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empty histrionics of the usual annual meeting."86 Some also 
suggest that since things are working fairly well no concerted 
movement for immediate change is likely, but that change from 
within the system "in response to moves which corporate man-
agement may consider prudential and protective in the long 
run" might reduce the need for government action if popular 
discontent increases. 
Standards of performance. But the development of objective 
standards against which someone could measure progress to-
ward some of the vague goals which have been mentioned pre-
sents awesome difficulties. 
It might be useful for a corporation to report the extent to 
which it has increased employment and productivity per man 
hour, what new products it has created, what contributions it 
has made to community progress, what price reductions or 
quality improvement it has achieved, how much it has paid out 
for pensions and social security taxes, and so on. But who could 
judge from this raw data whether the management had done 
a good job or not? Against what standards would the facts be 
appraised? What is par for the course? 
Out of various writings on this subject emerge other elements 
that might be expressed in quantitative terms, and supported 
by credible evidence, which would throw some light on the 
quality of management performance. A random list of such 
elements gleaned from various sources is as follows: 
Management compensation and benefits 
Use of corporate funds for noncorporate purposes 
Reinvestment of profits and return on such reinvestment 
Comparative expenditures over a period of years for re-
search, advertising, recruiting and executive development 
Comparative expenditures over a period of years for 
maintenance 
The extent to which management is utilizing modern 
techniques 
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Employee wages and benefits 
Pricing policies 
Budgets for the year ahead 
Extent of foreign operations 
Methods of management planning and control 
Trend of competitive position 
Product improvement and new product development 
Personal qualifications and experience of management 
and board of directors. 
Conceivably, corporate managements may become con-
vinced that it will be in the best interests of their organizations 
to make additional information of this sort available, either to 
maintain a good market for their securities, or to retain public 
confidence. 
To the extent that such information were auditable, it might 
become a part of the data covered in the CPA's opinion. 
Reference has been made to the "compliance examinations" 
which certain Federal Government agencies are asking CPAs 
to undertake, and to special reports for certain types of organi-
zations. These involve acceptance of responsibility for the fair-
ness of data different from that normally included in the usual 
financial statements. Thus, the CPA's attest function is already 
being extended beyond the bounds of the balance sheet and 
income statement. Conceivably, it could be extended to addi-
tional data bearing on management performance in the public 
interest, provided certain standards were met. 
Availability of attest function. The conditions prerequisite 
to exercise of the attest function have already been clearly 
stated.87 In summary, these conditions are: 
1. Economic data measurable in quantitative terms (such 
as money, material, labor and time) for which a communica-
tion need exists. 
2. Standards for measurement and summarization of eco-
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nomic data that are acceptable to the user and practicable of 
application by the issuer of such data. 
3. Competent evidential matter supporting the economic 
data, on the nature and validity of which the CPA must be 
able to pass judgment. 
4. Agreement by the issuer to disclose all data and other 
information needed by the user to formulate his judgments and 
make decisions. 
5. Readiness to accept a format for the communication that 
is comprehensible to the reasonably knowledgeable among the 
users. 
6. Practicability of adequate timeliness in the communica-
tion to suit the user's purpose. 
7. Independence, objectivity and reliability on the part of 
the independent auditor. 
8. Requisite knowledge and skills on the part of the inde-
pendent auditor in all important phases of the measurement, 
substantiation and communication processes involved. 
9. Familiarity on the independent auditor's part with the 
purposes of the communication, including appreciation of the 
user's needs. 
The ingenuity of the accounting profession might make it 
possible to satisfy these conditions with respect to some types of 
data which have been suggested as relevant to corporate ob-
jectives. The question is whether such additional data would 
provide a satisfactory basis for appraising management's per-
formance, and, if so, against what criteria. 
Prices as a key to management performance. One economist 
has brought the discussion down from the stratosphere of 
generalization to the solid ground of a specific plan. 
Gardiner C. Means has focused on prices as the key to satis-
factory management performance. 
He says: "Prices are at the heart of every money economy. 
They are crucial to economic growth, to full employment and 
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to the use which we make of our human and material resources. 
We cannot hope for a healthy, vigorous economy unless we can 
be sure that, in the presence of the economic power wielded by 
a large-scale enterprise, prices will be 'right.' " 8 8 
While classical economic theory holds that competition will 
be an effective regulator of prices, Mr. Means, like many other 
authors, points out that in industries dominated by a relatively 
small number of very large corporations, while competition 
exists, it does not have an immediate reaction on prices. "Ad-
ministered prices" is a term that has been coined to describe 
the pricing procedures in larger corporations. Mr. Means does 
not argue that administered prices are wrong, or that there is 
any reasonable alternative to them. He does argue that if the 
primary corporate objective were shifted from the maximiza-
tion of profit to the minimization of prices, the national pur-
pose would be better served. 
Mr. Means rejects government regulation as a means of ac-
complishing the desired result. He rejects it on the grounds that 
regulation is costly, that it places a premium on political pres-
sure on the regulatory commission, that it weakens the incentive 
for economic efficiency, that it limits venturesomeness, that it 
reduces the flexibility of enterprise, and that the regulatory 
commission tends to become subservient to the regulated enter-
prises. 
But Mr. Means argues that the present assumption that 
maximization of profits is the main objective is unsatisfactory: 
it does not necessarily keep prices in reasonable relation to cost; 
it does not assure equitable division of income; it does not en-
courage optimum use of resources; and it does not give in-
centive for maximum economic growth. 
Neither does he endorse the vague concept of "social respon-
sibility" as a sufficient motivation for corporate management. 
Instead he proposes a four-part standard of economic per-
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formance which will identify management's self-interest with 
the public interest: 
1. Prices are in reasonable relation to cost. 
2. The benefits to labor and to capital arising from produc-
tion are reasonably related to their respective contributions to 
production. 
3. As nearly as possible, optimum use of resources is made, 
so that no more of a given resource is used than is necessary for 
the end product, and that combination of resources is used 
which involves the least cost. 
4. There is technical progress to reduce cost, improve prod-
ucts, and introduce new products. 
These results, he believes, would be accomplished if manage-
ment could be induced to price in terms of target rates of return 
which approximated the cost of capital, rather than in terms 
of premium profits, and if the bonuses to top management were 
a reward for improving economic performance and not for 
greater corporate profits. 
The bonuses would be keyed to cost reduction, product im-
provement, expansion of the enterprise and improvement of 
technology through research, as well as other factors. 
He would implement these objectives by creating a new legal 
category for tax purposes, which would include large manufac-
turing corporations whose pricing power was found to be vested 
with a substantial public interest. Favorable income tax treat-
ment would be given to performance bonuses received by man-
agement of corporations in this category, provided that pricing 
was based on target rates, and return on capital was reasonably 
related to the cost of capital. 
"The Treasury would accept such a bonus system as bona fide 
provided it appeared to be designed in good faith and was certi-
fied by an independent professional agency.. . . The measure-
ment of performance is just as much a technical professional 
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matter as is the measurement of profit. Under present tax law, 
the Treasury is guided by the canons of good profit accounting 
practice and usually accepts the corporate profit figures ap-
proved by a certified public accountant. . . . While the measures 
of economic performance would not be as precise as those in 
profit accounting (and the latter are not as precise as many 
people believe), they could be sufficiently precise to relieve the 
Treasury from the necessity of policing collective enterprise." 
The basic objectives in the implementing legislation would 
be stated as the "optimum use of resources in the satisfaction 
of wants." 
The job of setting up specific performance standards, and 
the processes of measuring achievements against such standards, 
Mr. Means leaves to "the professionals." "The working out 
of measures of specific performance for top management seems 
well within the economic, accounting, and engineering skills 
already available." He suggests that a new profession of "eco-
nomic performance accounting" might emerge, although the 
form of accounting would not be of the detailed character of 
profit accounting. "Once the professional criteria were well 
developed, the problem of actual policing would be of the same 
order of magnitude as that for profit accounting." 
Implications for certified public accountants. It is improb-
able that Mr. Means' proposal will be received with enthusiasm 
in management circles, or perhaps anywhere except in extreme 
liberal groups. In effect it would apparently abolish what is 
now called the profit system, so far as the largest units of in-
dustry are concerned, and replace it with a price system. Stock-
holders would receive only a fair return on investment—the 
hope of reward for risk would vanish. Management's incentives 
would be tied to "economic performance" under standards 
embodied in Federal law, which could be modified whenever 
Congress chose, with tax benefits subject to Treasury super-
vision. 
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The space devoted here to description of his proposal does 
not indicate approval of it. It serves, however, as a vivid ex-
ample of the growing concern and wide discussion about the 
"public accountability" of nonowner management of large cor-
porations. As yet there is no consensus on what to do about it, 
but something may be brewing. 
It is always easy to brush aside radical ideas as the unrealistic 
speculation of eggheads who never met a payroll. But no one 
who lived through the New Deal of the 1930's needs to be re-
minded that ideas of social and economic change which germi-
nate in academic halls and learned societies—often unknown to 
businessmen—can suddenly blossom into Federal legislation if 
the climate of public opinion becomes congenial.89 
If there is a problem here, business ought to tackle it. 
No one is in a better position to develop a corporate philos-
ophy and a policy to govern the conduct of corporate manage-
ment than corporate management itself. Voluntary initiative in 
defining corporate objectives and standards to measure manage-
ment performance not only could avert government interference 
but also would tremendously enhance the prestige of manage-
ment in the eyes of the public. 
"The luxury of maintaining traditional patterns of thought 
and action pays a dangerously high price. Unless management 
—and especially big-business managements—tackles these jobs, 
government will take over by default. We may indeed be closer 
to government control now than at any time since World War 
II. . . . Avoiding new and enlarged government controls will de-
pend on the business community's own performance in (1) pol-
icy formulation for areas where present ground rules are vague 
or inadequate, and (2) vigorous self-regulation where business' 
own house needs to be kept in order."90 
No one is in a better position than CPAs to advise and assist 
management in developing objective, quantitative standards for 
measurement of management performance in accordance with 
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whatever goals and policies may be established. The assistance 
of economists and engineers might well be required, but it 
would be wholly appropriate for CPAs to lead the professional 
team. 
As independent auditors, CPAs are now familiar with the 
organization, policies, and procedures of their client corpora-
tions. Top management confides in its independent auditors on 
many internal problems. Given new standards of performance, 
CPAs should be able to adapt their techniques to measurement 
and communication of data permitting comparison of results 
with those standards. 
Certified public accountants who serve the large corporations 
should familiarize themselves with the expanding literature 
which discusses corporate accountability; they should confer 
with the top executives of their own client corporations to 
learn what solutions management itself might propose; and they 
should begin research in the techniques of measuring manage-
ment performance under conditions which would permit at-
testation by the CPA. 
Conclusion 
In no area has the CPA profession done a better job of setting 
standards and refining procedures than in auditing. Yet many 
assumptions and concepts involved in auditing may need re-
examination and elaboration in the light of changing conditions. 
The articulation of present concepts in a comprehensive phil-
osophy of auditing would reveal whatever weaknesses now exist, 
as well as future opportunities. 
The objectives, techniques and procedures of auditing may 
change radically in the years ahead, both as the result of new 
tools, such as computers and statistical sampling, and as a result 
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of new social needs. As the processing and verification of data 
are expedited, the auditor may be freed for more creative con-
tributions to problem solving. 
He may audit the information system with an eye to manage-
ment's needs, as well as external reports. He may extend his 
opinions to projections of future probabilities. He may even-
tually be called upon to audit management performance. 
The profession should investigate such possibilities without 
delay, and make such preparation as seems advisable to meet 
the likely demands. 
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CHAPTER 11 
Management Services 
DISCUSSIONS of management services have been con-
fused by the absence of any definition of the term. 
To some CPAs it means anything other than audit and tax 
work. "Oh, yes, we provide management services to clients," a 
CPA might say. "We have helped officers of client companies 
plan their estates, we have investigated companies which they 
were considering purchasing, we have installed bookkeeping 
systems." 
These useful activities are services to management, to be 
sure. But simply to mention them does not help to describe 
the entire area of work of which they are fragmented parts. 
Other CPAs conceive of management services as a strange 
country, peopled by computers and operations researchers, 
who converse in mathematical symbols and diagrams. This 
conception has discouraged many CPA firms from even con-
sidering extension of their services to management—it looks as 
though they would have to master a whole new field of knowl-
edge before they could even begin. 
Still other CPAs seem to think that management services 
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consist of work which on the surface seems to have no direct 
relation to accounting—market research, work measurement, 
materials handling, for example. Many CPA firms have no in-
terest in attempting to attain competence in these areas. They 
may conclude, therefore, that management services are not for 
them. 
Need for Conceptual Approach 
A conceptual approach to management services by CPAs is 
urgently needed. It should have high priority on the profes-
sion's agenda. Why? 
In the first place, a profession, by definition, must possess a 
common body of specialized knowledge. Its members must 
undergo a formal educational process. Accordingly, answers 
must be found to these questions: What part of the common 
body of knowledge of CPAs equips them to enter the field of 
management services? What should the aspiring CPA learn in 
the educational process in order to acquire the basic equipment? 
And what should the CPA examination include to test the 
basic knowledge required for this aspect of the profession's 
work? 
In the second place, if management services are to be recog-
nized by the public—and even by CPAs themselves—as a part 
of professional accounting, the body of knowledge from which 
these services stem must have a rational relationship to the 
broad field of accounting—not accounting in the sense of 
double-entry, balance sheets and income statements, but in the 
broader sense of measurement and communication of financial 
and economic data. Unless there is an underlying philosophy 
of management services by CPAs, how can the public know 
what to expect from CPAs in this area? How can the profes-
sional societies, through public-relations programs, publications 
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and speeches, promote this aspect of the CPAs' work if no one 
can describe it? 
And, finally, how can the rank and file of the CPA profession 
extend their services in aid of management if they have no 
clear idea of where to begin, or how to develop a systematic, 
sustained effort to achieve clear objectives? 
Perhaps the basic question is, what are the least common 
denominators in management services in which all CPAs might 
aspire to attain competence? 
The Debate About Scope 
Up to now, the few tentative efforts that have been made to 
outline a basic concept of management services by CPAs have 
been strongly resisted. 
The resistance is inspired by a conviction that a conceptual 
approach is equivalent to definition of management services, 
and that definition means limitation. Nobody wants to be fenced 
in—and there is no reason why anyone should be. Some CPAs 
are rendering useful services which at first glance seem remote 
from the practice of accounting as it is now generally conducted. 
They naturally oppose any delineation of management services 
which suggests that what they are doing is somehow improper. 
But up to now those who disagree with the conceptual ap-
proaches so far suggested have proposed nothing better as an 
alternative than the assertion that management services by 
CPAs are any services which any CPA firms are competent to 
perform. This may be quite true, but it isn't very helpful as a 
basis for an educational curriculum, an extension of the CPA 
examination, or a public-relations program. 
There is no room for argument about whether or not CPAs 
ought to render services to management. Almost all CPAs al-
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ready do, and many have done so for half a century or more. 
But there has been and will be a good deal of argument about 
what such services are and whether there should be limits on 
their scope. 
The conservative view is that such services should be limited 
to matters which are an immediate and natural outgrowth of 
the CPA's basic function as independent auditor. 
The middle-of-the-road view is that the CPA may properly 
undertake any services which he is competent to perform within 
the scope of the client's information system. This could include 
a wide area—the entire finance and control function—costs, 
budgets, inventory and production control, forecasts of capital 
requirements and so on. 
The liberal view is that the CPA may properly undertake any 
work which he is competent to perform in all the areas of 
management except those restricted to another profession by 
law. 
These differing views—though interesting—are for the fore-
seeable future largely academic. 
No one has the power to restrict the extent to which anyone 
may give advice or assistance to management except in the few 
areas circumscribed by law. No effort by professional account-
ing societies to impose arbitrary limitations on the scope of 
services to be rendered by their members would be successful 
or even desirable. 
Perhaps the experience of an older profession would be en-
lightening. 
The practice of law has never been defined. There are no 
limitations on the scope of services a lawyer may render. Yet 
there is a common body of knowledge which constitutes a law-
yer's basic equipment and provides a foundation for specializa-
tion in any one or several of the numerous branches of the law. 
No one would pretend to be competent to practice all 
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phases of the law to the full extent possible. The specialists in 
taxation, or admiralty or patent law bear little resemblance to 
the general practitioner. Yet they all have the same basic foun-
dation. A young lawyer knows enough law when he is admitted 
to the bar to enable him to choose a specialty and begin to 
acquire competence in it. 
Successful lawyers acquire broad experience which seasons 
their judgment. Thus their advice is sought on matters entirely 
apart from technical legal questions—business problems, prob-
lems involving personal relations, problems involving economic 
considerations, and so on. The same is true of successful CPAs. 
There is no evident reason why the practice of accounting 
should be forced into a preconceived pattern. In fact, it can't 
be. The accounting function is destined to spread out into many 
new areas. Two CPAs may be doing work so different that 
they might not appear to be members of the same profession. 
Yet they both have had the same type of basic education, and 
they both passed the same CPA examination. Specialization 
came later. 
The essential problem involved in the search for a rational 
philosophy of management services by CPAs is to establish an 
underlying premise. To be sure, there must be recognition of 
facts as they exist. Some individual CPAs and firms have already 
gone far, and some have not yet begun to assert themselves in 
this area of service. The "philosophy" should facilitate a start 
by the uninitiated and also provide direction to those already 
practicing in this area to some extent. 
Suppose a local CPA firm has up to now confined its practice 
exclusively to auditing and tax work. It desires to enter the field 
of management services. Is the first step to acquire competence 
in every area of management's functions? Or is the first step to 
acquire competence in areas most closely related to what the 
CPA firm already does? 
The questions answer themselves. Regardless of the ultimate 
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scope of management services in which CPAs may engage, the 
most likely point of departure is the client's information sys-
tem. The CPA's understanding of the internal control and 
data-producing procedures which he acquires as independent 
auditor, and his understanding of the operations of the business 
as reflected in the financial statements, provide the basis on 
which he can begin to advise and assist management. 
This implies no limitation. One thing may lead to another. 
For example, the CPA firm frequently engaged to establish 
standard cost systems may find it desirable to acquire skills in 
the technique of work measurement, product-component speci-
fications, and data-processing mechanisms, in addition to cost 
accounting principles. 
Let the ultimate scope of management services be decided 
by the inclinations of individual CPAs and the restraints of the 
market place. The present concern is to develop a rationale 
which will serve as a foundation. 
Two Approaches to a Conceptual Foundation 
In April 1961, the Council of the Institute adopted the fol-
lowing resolution: 
"It is an objective of the Institute, recognizing that manage-
ment service activities are a proper function of CPAs, to en-
courage all CPAs to perform the entire range of management 
services consistent with their professional competence, ethical 
standards and responsibility." 
It is this policy that requires further implementation, and 
the point of departure is development of a conceptual founda-
tion. 
One approach is based on the premise that the CPA finds his 
way into management services through his expertise in the 
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measurement and communication of financial and economic 
data. This leads to the secondary assumption that it is his 
familiarity with clients' information systems which equips him 
to begin to extend his services beyond the auditing and attest 
function and tax accounting and consultation. It follows that 
his primary objective is to advise and assist clients in the mana-
gerial areas of planning, control, decision-making and problem-
solving which involve the classification, analysis and interpreta-
tion of quantitative data—whether it be in terms of dollars, 
weight, volume, time, distance or any other unit of measure-
ment. 
Since almost every area of the management function is in-
volved with the information system this approach offers a far 
broader field for service to management by CPAs than the 
financial accounting area alone. But those who advocate this 
approach point out that it permits the development of a struc-
tured body of knowledge on which standards of performance 
can be based. They point out that professional service or ad-
vice, as distinguished from purely personal advice, should be 
subject to objective evaluation by one's peers in the profession. 
This would require generally accepted standards of competence, 
which in turn must rest on an identifiable body of knowledge 
and procedures. 
This approach to a conceptual foundation for management 
services by CPAs was first developed by Robert M. Trueblood, 
in collaboration with the Institute's committee on long-range 
objectives, of which he was a member, in a paper entitled, "The 
Management Service Junction in Public Accounting."91 
This approach, however, has been attacked with vigor as 
one which would unnecessarily restrict the activities of CPAs in 
the management-services area. A contrary point of view has 
now been developed, which, since it has not yet appeared in 
published form, is presented by Malcolm M. Devore, a member 
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of the committee on long-range objectives, in an addendum 
to this chapter. 
Briefly, this opposing viewpoint rejects the idea that classi-
fication of subject matter is essential to a conceptual foundation 
for management services by CPAs. Accordingly, those who hold 
this view reject the proposition that information systems and 
managerial activities involving measurement and communica-
tion of quantitative data indicate the appropriate scope of 
such services. It is recognized that these are broad areas, that 
they constitute the core of the CPA's practice in all its aspects, 
and that they are an attractive point of departure for CPAs 
in entering the management-services field. But it is contended 
that management services extend considerably beyond informa-
tion and data-related subject matter. 
As an alternative conceptual approach the advocates of this 
viewpoint contend that management services are essentially 
problem-solving processes—surveying to find facts, defining the 
problem, selecting applicable techniques, presenting findings 
and recommendations, programming actions required to 
achieve a solution, and assisting in the implementation. 
This school of thought proposes, therefore, that the part of 
the common body of knowledge of CPAs which qualifies him 
for management services is the problem-solving approach and 
process, to which the mastery of specific areas of subject mat-
ter, as need arises in the CPA's individual practice, would be 
subordinate. Under this approach no description or classifica-
tion of subject matter or specific areas of managerial activity 
would be expected to be either all-inclusive or exclusive. 
From among these differing views the profession should select 
and articulate the concepts which it believes will constitute an 
intelligible and consistent philosophy of management services 
by CPAs to serve as a foundation for education, standards, pub-
lic relations and personal development. 
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How to Get Started 
While the debates proceed on the conceptual and long-range 
problems which have been discussed in the preceding pages, 
there is no reason why every CPA firm, or for that matter every 
individual practitioner, should not begin to extend the scope of 
service in assistance to management. 
A convenient point of departure is a study of each client's 
problems involving planning, control and decision-making. 
Plans and controls are necessary, for example, to assure that 
adequate cash will be available to meet payroll and other 
commitments; to avoid tying up idle funds in excessive in-
ventory; to assure that the heads of departments or branches 
are discharging their responsibilities adequately. Decisions are 
necessary, for example, on whether or not to introduce a new 
product line; whether or not to abandon an unprofitable market 
area; whether or not to build a new plant or purchase another 
company. 
These and literally hundreds of other problems used to be 
solved largely by hunch or intuition. Now, more and more, they 
are being solved on the basis of facts, figures, and projections. 
Small business needs such facts, figures and projections, as 
well as large. But in small businesses the procedures may be 
simpler. 
The needs of small business for management aids were the 
subject of a recent publication of the Small Business Adminis-
tration.92 This booklet sets out a comprehensive list of questions 
covering areas in which small-business management needs data 
as a basis for control and decision-making. The questions are 
broken down into sixteen broad categories: 
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1. Accounting 
2. Budgeting 
3. Cash management 
4. Credit management 
5. Information and assistance 
from outside the company 
6. Insurance 
7. Inventory control 
8. Marketing 
9. Office management 
10. Personnel management 
and company organi-
zation 
11. Plant and equipment 
12. Production 
13. Purchasing 
14. Research and develop-
ment—innovations 
15. Taxes 
16. Legal obligations 
Under these sixteen major headings, 144 specific questions 
are raised. 
Clearly, CPAs could be helpful in many of these categories. 
The pamphlet provides a basis for a checklist which might be 
useful in determining whether each client is getting the infor-
mation he needs in order to run his business efficiently. 
A more sophisticated approach, applicable to medium-sized 
and larger businesses, is revealed in a recent book on manage-
ment uses of accounting.93 
Here the framework is developed by extending the accounting 
function into the several subdivisions of management responsi-
bility. By studying the broad management functions—organiza-
tion and planning, production, marketing, research and develop-
ment, administration, and finance—the author indicates the ex-
tent to which the measurement and communication of financial 
and economic data are necessary or useful in the effective dis-
charge of each function. 
The topics covered illustrate the approach: 
1. Accounting's role in planning, the flexible budget, break-
even charts. 
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2. Accounting as a control tool, responsibility accounting, 
management by exception. 
3. Uses and limitations of conventional accounting state-
ments, the statement of source and application of funds. 
4. Marketing—sales revenue, a sales budget, price setting, 
distribution costs, direct selling expenses, advertising and pro-
motion, physical distribution expenses. 
5. Producing the goods—materials, direct labor, overheads, 
standard costs, incremental costing. 
6. Research and development—pure research, applied re-
search, development. 
7. Administrative costs — program budgeting, repetitive 
tasks, random work sampling, time study, motion analysis. 
8. Capital budgeting—alternative investments, mutually ex-
clusive investments, dependent investments, independent in-
vestments, pay-back period, rate of return, present-value con-
cepts. 
9. Scientific management — application of statistical and 
mathematical techniques to solving of management problems. 
This approach may be helpful to CPA firms in planning 
gradual extension of their practices in the field of management 
services. 
Qualifications 
Adoption of a conceptual approach to management services 
obviously will have important implications in terms of stan-
dards of qualification in this field. What does it take to be-
come qualified? 
If the CPA certificate is considered a sufficient test of 
qualifications to perform audit and tax services, it can be 
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assumed to provide an equivalent test of basic qualifications 
to perform management-services work that is oriented to ac-
counting and financial problems. In performing audit services 
the CPA is concerned with determining the propriety of what 
the client has done in the accounting-financial area. In per-
forming management services in this area he is concerned with 
what the client should do. The subject matter is the same. The 
point of view and techniques for accomplishment are different, 
but these largely come from experience rather than formal edu-
cation or individual study. There seems to be no compelling 
need to go farther in spelling out the qualifications in the ac-
counting-financial areas of management services than has been 
found necessary in the comparable audit or tax areas. 
But there still remains the question of qualifications to per-
form services involving management problems outside the scope 
of traditional accounting and finance. It would be useful to de-
fine this outside area. To a considerable degree accounting is all-
pervasive within an operating organization. Accounting, or 
more broadly, management control and informational tech-
niques, are applicable in all the functional areas of an organi-
zation. Thus, a practitioner may ply his skill in production, 
marketing, industrial relations and so on without undertaking 
to say how to produce, to market, or to negotiate the union con-
tract. Rather, he is engaged in developing means for establish-
ing standards of performance (budgeting, standard costs, etc.), 
measuring activities, and reporting results. In this sense he is 
practicing accounting—management control—information sys-
tems, not engineering, marketing, and the like. 
On the other hand, it might seem to be stretching it more 
than a little to say that he was only engaged in "accounting" 
in some types of engagements. When he works on such matters 
as organization planning, decision rules for an inventory-con-
trol system, a shop loading and scheduling program, a com-
pensation scheme, or a warehouse location study there may 
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be accounting-financial elements in the problem, but only inci-
dentally. In these areas is the CPA consultant practicing in-
dustrial engineering, marketing or industrial relations? If this 
is so, then the task is to establish what it takes to be qualified 
in industrial engineering, marketing, and so on. What does it 
take? A university degree in each field of practice? So many 
years of experience of what kind? A combination of education 
and experience? One problem here is that these other areas are 
not identified professions and there are no established stan-
dards of qualification. Further, and this is the important point, 
those practicing these arts as successful consultants, including 
CPA consultants in these fields, exhibit no uniformity in edu-
cational or experience backgrounds. To establish standards of 
qualification in each field could require classification of all 
possible areas of service by field of knowledge and then estab-
lishment of an educational and experience ladder for each field. 
This would obviously be a formidable task. It would be difficult 
and perhaps impossible to achieve general acceptance of the re-
sult, particularly to the extent that it denied the right to practice 
to someone who had been successfully engaged in practice. Yet 
it would serve no useful purpose unless it could be clearly 
demonstrated that such standards were in fact generally pre-
requisites for success. 
The question, then, is what does it take to be qualified to 
provide management services not directly related to accounting 
and finance? A comparable question may shed light. What does 
it take to be qualified to serve as the chief executive of a com-
mercial corporation? Some chief executives are CPAs. Does 
this mean that all CPAs are qualified or that the CPA certi-
ficate is a requirement? Some are lawyers. Some have liberal-
arts degrees. Some had all their experience with one company 
or industry; some moved into the chief executive's spot directly 
from legal practice; some have legal degrees but never prac-
226 
ticed law. The essential fact is that tremendous variations in 
backgrounds exist. Qualifications and competence to be a suc-
cessful chief executive depend on factors other than education 
or specific types and terms of experience. 
Similarly, qualifications and competence in management-
services practice depend in large part on characteristics outside 
the areas of education and technical experience. What does the 
CPA in management services really do? He has no privileged 
claim to technical information—the libraries are open to client 
and CPA alike. The unique talent the CPA brings em-
braces such attributes as the ability to find and define prob-
lems, to structure problems so that attention is focused on 
fundamentals rather than symptoms or fringes; to communi-
cate—to induce people to accept his definitions and be disposed 
to take action; to find and sift alternative solutions; to know 
sources of technical information; to know what others have 
tried and what worked and did not work and why; to adapt 
general and theoretical solutions to fit particular situations in a 
practical manner; and to be objective. These are the attributes 
of the professional CPA in management services. Rather than 
carry around a set of technical solutions looking for a prob-
lem to which they can be applied, he carries an approach, 
ability as a problem solver, and essentially sells his judgment. 
He is not expected to have ready answers to every technical 
matter encountered but frequently researches for technique 
as the problem unfolds. 
The attributes of problem solving, communicating, and the 
others necessary in management services are learned to only 
a limited degree at the university or the library. To an im-
portant degree they involve psychological factors and person-
ality. An approach that works successfully for one may not 
work equally well for another. This type of work involves a large 
element of personal relations. The successful man develops, in 
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a period of time, a pattern of approach that works for him. 
If CPAs accept the thesis that qualifications and competence 
are primarily a matter of approaches and consulting attributes 
then it is not necessary to approach the problem of establishing 
standards of qualification in terms of education and experience 
ladders in each problem area. Rather, the task is to identify 
the consulting attributes—the qualities that make for success— 
for the guidance of CPAs in selecting or directing people into 
this phase of practice. Beyond this could be development of 
basic training programs for exposing the CPA new to this work 
to some of the alternative techniques and particularly to sources 
of technical information. Development of qualifications beyond 
that point is essentially a matter of experience in this type of 
work. What work, for how long, in what types of situations, is 
an individual matter not subject to standardization. 
Perhaps a reasonable minimum standard already exists. In 
many states the requirements for the CPA include a college de-
gree. This, together with the CPA examination, provides as-
surance that practitioners have met some fundamental intel-
lectual standards and have exhibited minimum qualifications 
in the core management-services areas of accounting and re-
lated subject matter. This is far more than many consultants, 
even highly successful consultants, had as a base on which to 
build their competence. 
Short of requiring a college degree and separate examination 
in industrial engineering, industrial relations, marketing and the 
like is the alternative of accepting the premise that as a prac-
tical matter success depends on building a broadened experience 
on a more narrow base of education and examination. The 
qualifications for the CPA certificate, modified or extended as 
may be necessary, can provide such a base. In fact the pervading 
nature of accounting provides a broader and better base than 
practically any other area in which initial qualifications could 
reasonably be attained. 
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The Demand for Management Services 
by CPAs 
Testimony that management needs help in the development 
of information, control and decision-making procedures, as well 
as in other areas, comes from businessmen, educators, econo-
mists, behavioral scientists, specialists in public opinion, law-
yers, and CPAs themselves. 
International competition, extended government regulation, 
potential obsolescence of products and productive facilities, and 
rapid strides in research and development are among the 
factors which require management to plan ahead and to make 
vital decisions quickly, both of which in turn require more and 
better information. 
Businessmen say that the United States is only on the verge 
of the 20th century Industrial Revolution. 
New products and superior services are necessary to preserve 
the competitive position of United States business. Where de-
centralized operations exist, centralized managerial control re-
quires timely and adequate information to permit faster reac-
tions. Ultimate managerial decisions must be made in a total 
context. The new information technology made possible by 
computers makes it easier to meet these requirements. 
A small company. The president of a small company, which 
is growing and hopes to be a large one, has provided an inter-
esting case study. In six years he has engaged three different 
accounting firms. The first firm had served the company for a 
long time, but the service was limited to bookkeeping, prepara-
tion of periodic financial statements, and tax returns. As the 
company grew, it sensed a need for more advice on finance and 
control problems on which no one on the internal staff was ex-
pert. 
Accordingly, the company engaged another CPA firm, which 
was able to make constructive suggestions and point out areas 
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in which the company needed help. The new CPA firm, how-
ever, was limited in its ability to assist the client in implementing 
its suggestions. "They couldn't do anything more than tell us 
what our limitations were; they couldn't guide us, they couldn't 
take us by the hand and bring us there." 
The company changed to a third CPA firm. Now the presi-
dent thinks that he is in good hands. He is not only being ad-
vised as to where to go, but he is being assisted in getting there. 
He points out that a small business has peculiar problems. 
There is a need for mobility—a readiness to diversify, to adapt 
quickly to change—which involves important financial con-
siderations. His company never had a budget. It lacked 
adequate cost controls. It didn't know whether it was losing 
money on one of its major items or not. It had problems of 
financing which the new CPA firm helped it to solve. Frequent 
consultation with the partner of the CPA firm in charge of the 
engagement is enormously helpful to the president of the client 
company. 
He believes that increasing government control over the 
economy will require him more and more to lean on his CPA 
for tax and financial advice; that the possibility of price control, 
allocation of resources, restrictions on geographical mobility, 
which could result from gradual movement into a quasi-military 
economy, put a premium on the availability of sound financial 
and accounting advice. 
But more immediately, he says, small business needs the 
guidance of a CPA firm in seeking out possibilities of increased 
economy and efficiency—for example, in the organization of 
an internal accounting staff, the probable costs and profits re-
sulting from diversification or expansion, the advantages of 
going public, the review of insurance coverage, saving money on 
freight bills, gas rates, long-distance telephone bills, and so on. 
Implicit in these comments is the assumption that the CPA is 
familiar with new techniques—the greater the number of avail-
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able techniques, the more alternatives there are to problem-
solving. 
This president pointed out that there is no one central agency 
which can provide a small business with varied information of 
this sort except the CPA firm. The firm may advise him to con-
sult with other specialists, but he relies on the CPA to point out 
the need or the opportunity, as the case may be. The postaudit 
conference, in which the senior staff man who was in charge 
of the engagement sits down with the president and explains 
the implications of the financial statements, provides an excel-
lent opportunity for discussion of possible improvements or 
economies. 
A large company. The president of a large listed corporation 
has said that most companies, including his own, do not have 
on their staffs all the special skills that could be supplied by 
independent certified public accountants. 
He specifically criticized an accounting firm which he had 
formerly retained for failing to recommend that costs be 
calculated by individual products and that branch operations 
be subject to adequate control. As a result, the company did 
not know whether it was making or losing money on individual 
products. After analysis it was discovered that the company 
was losing a substantial amount annually on one phase of its 
operation. 
"It would seem to me," the president said, "that an account-
ing firm wouldn't just go in and make an audit, but that they 
would have certain recommendations about getting proper 
control to assure the company that it is operating on a profitable 
basis." 
This president further suggested that CPA firms should be 
cognizant of the acquisition programs of their clients and offer 
suggestions for appropriate acquisitions and assistance in evalu-
ating candidates. The CPA firm, he thought, should also offer 
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advice in the use of information centers built around data-
processing equipment. 
In conjunction with the audit, he said, the company's pro-
cedures for defining objectives and planning operations should 
be investigated. Effective utilization of assets and financing 
policies should be examined critically by the independent audi-
tors. The accounting firm also should provide special assistance 
in connection with international operations, which raise un-
usual financial and tax problems. 
This president points out that although his company has 
a highly competent internal accounting staff, it desires outside 
consultation with accountants of broader experience to check 
on management's judgment. Accordingly, he says, the account-
ant must be familiar with the entire information system, plan-
ning procedures, advantages and disadvantages of centralized 
and decentralized control, standards for the measurement of 
efficiency, and so on. "I think the accounting profession has 
to go beyond just the normal function of being an auditor." 
Even in this large company, the president stated, budget 
procedure has been revised four times in the past two years, 
and still is not totally satisfactory. Inventory control is also a 
constant problem. 
The president does not want his accountants to wait for him 
to ask them for their advice: he wants them to initiate sugges-
tions. "If they see something in an operation that looks as 
though you were not getting proper recording, proper reporting 
or proper control, it would seem to me that it is a function of 
the accounting firm to bring it to the attention of the chief 
financial officer and make provisions for implementation of it." 
The accounting firm should identify itself with the profitability 
of the company and accept it as an obligation to point out 
areas that appear to need attention. 
An outside consultant. A consultant to a number of large 
corporations, who is not himself an accountant, predicts that 
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the new distribution economy of the 1970's and 80's will require 
supporting services providing financial and economic measure-
ments of various kinds. Errors of judgment due to faulty mea-
surement will tend to become more expensive. He points out 
that the accounting profession occupies the very center of the 
field of business measurement. It is the only discipline in the 
business world with the skill and the traditions of objectivity to 
provide the necessary tools of measurement and to foster the 
development of those tools. Management will not itself be able 
to procure and use these tools and read the measurements from 
them; it must have confidential outside help for independent 
readings. Small business as well as large will need this kind of 
help. 
This observer says, however, that CPAs are not well known 
outside the fields of auditing and taxes for their ability in 
measurement of business activities—in the measurement of fu-
ture probabilities, for example. The accounting profession, he 
says, could master the whole broad field of measurement of 
financial and economic data, developing as much competence 
in dealing with the probabilities of the future as with the events 
of the past. CPAs might well be clearing houses of statistics, 
systematizing all available information, including estimates, and 
judging which elements are dependable enough to be useful as 
a basis for managerial decisions. This would not impair the 
CPA's objectivity. 
The need for outside consultants, says this observer, will be 
felt at all levels of the economy. Businessmen who lack broad 
background will seek a wider view through consultants. They 
will pay certified public accountants to give them the peripheral 
vision they need. They will need a continuing and confidential 
relationship with such consultants. The CPA has already estab-
lished a confidential relationship, and enjoys the confidence of 
his client. He is likely to be called on for judgment based on his 
broad training and general knowledge. He may give the client 
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the benefit of his experience and disciplined judgment in a 
tentative and semiformal way, without necessarily developing 
precise statistical materials to support his opinion. CPAs should 
be cautious in offering "off-the-top-of-the-head" advice, but 
they should not refuse to serve as general business consultants 
to the extent that they have confidence in their own judgment, 
so long as a clear distinction is made between subjective judg-
ments and opinions based on objective evidence. 
These views from outside the profession suggest that the ma-
ture CPA of the future should be something of a generalist in 
outlook, though equipped with a highly specialized kit of tools. 
He should have a broad understanding of the environment in 
which the client operates, a general knowledge of management, 
organization and administration, and be currently informed on 
business trends, in addition to maintaining his special technical 
and professional equipment. The business manager of the 
future is likely to be a highly educated and able individual. He 
will want to consult outside advisers whose intellectual capacity 
he can respect, and whose understanding extends beyond a spe-
cial technical area. 
Growth of Management Services by CPAs 
A survey of a sample of smaller CPA firms, conducted by 
the Institute's committee on management services in 1962, re-
vealed that more than half of the respondents offer services in 
the areas of costs, credits, mergers and acquisitions, inventory 
control, production control, organization planning, mechanical 
office equipment, employee compensation and product pricing. 
More than a third also render services in the areas of sales 
forecasting, insurance and data processing. 
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Other services frequently rendered include planning, operat-
ing budgets and financial forecasts, management audits, respon-
sibility accounting, selection of accounting personnel, executive 
incentive plans, pension and profit-sharing plans, office proce-
dures, and clerical work simplification. 
In general, the survey indicated that most management serv-
ices are being rendered by CPAs in the areas of general manage-
ment, internal and external reporting, costs, budgeting, sys-
tems and data processing. To a much less extent services are 
being rendered in connection with production, marketing, and 
personnel. 
This frequency distribution seems quite natural. Financial 
management, borrowing arrangements, stockholder relation-
ships, credit policies and the like are activities particularly 
close to the accountant's interest. In addition, the auditor in the 
course of his work must acquire familiarity with inventory valu-
ation policies, depreciation procedures, methods of expensing 
repairs and maintenance, and similar matters. It is quite natural 
that his consulting services should begin in these areas. 
The systems and procedures underlying the financial state-
ments became of increasing importance to the CPA as his 
independent audit shifted from detailed verification to testing 
and sampling in the light of the internal controls. Bookkeeping 
systems, cost-accounting systems, internal controls, and ma-
chine-accounting procedures naturally came within the scope 
of his consulting activities. 
Budgeting, which in primitive form was a projection of trends 
reflected in records of the past, was another service for which 
management naturally turned to CPAs. This led inevitably into 
inventory and production controls, which required considera-
tion of sales forecasts and marketing and distribution costs. 
While there is not yet a generally accepted, systematic ap-
proach to the problem of providing all clients with a compre-
hensive service, it may be evolving naturally. 
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Opinions differ as to the probable rate of growth of manage-
ment services by CPAs. 
It cannot be stressed too strongly that these services require 
special competence. Special study and training are necessary. 
Expansion of this type of work, therefore, may be retarded 
by the difficulty of securing enough competent personnel. 
At the same time, some firms have dramatically increased 
the volume of management services in recent years. 
One prominent member of the profession has suggested 
that ten years ago this type of assistance to management may 
have produced 5 per cent of the total revenue of practicing 
CPAs; at present he estimates that this field of work amounts to 
about 15 per cent; in the next ten to twenty years he predicts 
it will be from 25 per cent to 50 per cent of the total. 
But this view is strongly challenged by other experienced 
members of the profession. They contend that the growth of 
this type of service is painfully slow and frequently disappoint-
ing. They point out that changes in internal organization and 
procedures recommended by CPAs are often strongly resisted by 
operating personnel, and that clients are sometimes discouraged 
by the consequent difficulty and cost of making such recom-
mendations effective. 
A recent survey of the growth of firms represented in the 
Institute, excluding the eight largest, elicited the following con-
clusion : 
"Management services work increased overwhelmingly for 
firms of all sizes; individual practitioners showed a 35 per 
cent increase in five years. All of the larger firms showed an 
increase; none of them showed a decrease."94 
While the statistical mean indicating increase in manage-
ment services for all firms reporting was only 7 per cent, some 
individual firms reported an increase of over 50 per cent. 
It seems evident that many CPA firms are not yet offering 
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management services on a systematic, organized basis. Others 
are slowed down by lack of competent personnel. But some who 
got started years ago are moving ahead rapidly. 
The potential demand seems almost unlimited. For CPAs 
who are willing to work hard to acquire the necessary knowl-
edge and skills, the outlook seems highly inviting. 
Negative Reactions 
The trend toward expansion of management services by 
practicing CPAs has been viewed with alarm in some quarters. 
Questions have been raised as to the legitimacy of the CPA's 
presence in these areas. Will management services impair the 
independence of the CPA as an auditor? Will he risk under-
taking work for which he may not be competent? Will his repu-
tation be blurred by identification with management? 
As indicated earlier, the Institute's committee on professional 
ethics has issued a formal opinion to the effect that manage-
ment services do not impair independence, so long as the CPA 
does not make management decisions. CPAs have always ren-
dered some management services without losing their objec-
tivity. The present expansion of these services is merely an 
acceleration of a trend that has been gradually gaining mo-
mentum for many years. 
It must be assumed that few professional men are so ig-
norant or so reckless as to undertake work which they are not 
competent to perform. CPAs are characteristically cautious. 
Most of their management services will be for regular clients, 
for whom auditing and tax work are recurring engagements. 
A CPA is unlikely to risk loss of a client, and damage to his 
standing in the community, by trying to do something he 
doesn't know how to do. 
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Far from impairing the reputation of the CPA, entry into 
the management-services field, in the view of public-opinion ex-
perts, tends to enhance his reputation as a creative contributor 
to the economy, as contrasted with what many people regard 
as the rather aloof character of the auditor. 
To be sure, the entry of the CPA profession into the manage-
ment-services area raises new problems. Means of acquiring 
added competence must be provided. Standards of performance 
may have to be developed. Specific ethical questions must be 
resolved. But these problems are no more difficult than many 
others which CPAs have taken in stride during their profes-
sion's extraordinary growth in the last seventy-five years. 
Extension of Attest Function? 
If the independent CPA in public practice becomes more 
deeply involved with the internal information systems of his 
clients, his attest function might be extended in a number of 
ways. He might express opinions providing assurance to top 
management that the data which it was receiving for various 
purposes were reliable, or that projections were well founded, 
or that decisions were being made upon sound modern theo-
retical and procedural bases. CPAs might develop standards 
and criteria which would enable them to attest that an organi-
zation did or did not follow "generally accepted managerial 
standards" in deciding among alternative courses of action. 
Since financial information which CPAs customarily audit 
for external-reporting purposes will be merged with various 
other data in the future computerized information system, the 
auditor will have to understand the entire system in order to 
extract the information needed for financial-statement purposes. 
This will give CPAs the opportunity to examine the information 
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system as a whole, and report on its adequacy, or lack thereof, 
to top management. 
One of the difficulties in communication which CPAs might 
be helpful in overcoming is the common lack of understanding 
of the bases on which the preparer of the information has re-
lied—the underlying assumptions he has made and the pro-
cedures followed in preparing the information. Data appro-
priate for one purpose are not always appropriate for another. 
The accountant understands that the elements of cost, for ex-
ample, are not always expressed in the same "language." They 
can be calculated on different bases and arranged in different 
ways for different purposes. Unless the preparer and the re-
ceiver of the data both understand the objectives for which 
the data are to be used, on the one hand, and any limitations on 
the completeness or accuracy of the information, on the other, 
the recipient may be misled and his decision therefore may be 
erroneous. 
Familiarity with computers will also enable CPAs to assist in 
the design of equipment best adapted to the end-uses for which 
it is intended. For the most part, computers have been designed 
by engineers who are not fully familiar with the types of infor-
mation the users may need. On the other hand, users do not 
always know the kind of equipment engineers could design to 
fill the users' needs most economically. The CPA may serve as 
interpreter between the user and the design engineer to the 
advantage of both. 
If CPAs extend their professional competence beyond the 
financial accounting area to embrace the measurement and 
communication of all sorts of quantitative data found in a 
business, they may become the recognized authorities on in-
formation systems and forms of organization which facilitate 
the most effective communications. This would assure CPAs of 
a prominent place in internal management or as consultants to 
management, as the case may be. 
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These possibilities emphasize the interrelationship of the prac-
ticing CPA with his colleague in the full-time employment of 
a business or governmental organization. Their skills and abili-
ties are to a large extent interchangeable. They are both mem-
bers of the same profession. CPAs formerly in practice have 
become controllers, financial vice presidents, and presidents of 
large and small corporations. Recently, former controllers and 
financial vice presidents of business organizations have gone 
back into public practice. This may suggest that the education 
and training of prospective CPAs and that of future financial 
executives should be much the same. 
Management Sciences, Operations Research 
In recent years new techniques have been developed to as-
sist in the solution of complex managerial problems. To a large 
extent these techniques were invented to solve complicated 
organizational, logistical and strategic problems arising in 
World War II. These new techniques include those of a sta-
tistical or mathematical nature, and practice involving the new 
techniques is usually referred to as "management sciences" or 
"operations research." They have been described as the applica-
tion of scientific problem-solving approaches to business prob-
lems. They include the measurement of probabilities, a task 
which has heretofore been most familiar in the work of actu-
aries. 
Operations research is a tool, as is the computer, though the 
one is theoretical, the other physical. These tools are designed 
to solve problems better than they have been solved in the 
past by intuition, by subjective appraisal of available data, or 
by laborious trial-and-error processes. Generally speaking, the 
problem is to determine the best possible program under given 
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conditions. For example, what would be the cost of carrying out 
an operation in any one of a number of possible ways, or what 
facilities are necessary to handle a probable volume of use? 
Operations research can answer such questions, and also can 
show what is the best possible set of conditions to produce the 
optimum results. 
Problems of this sort have been solved, of course, in more or 
less satisfactory fashion over the years, but the new mathe-
matical techniques—together with the availability of computers 
—make it possible to solve many problems more precisely, more 
rapidly, and more economically. Traditional accounting calcu-
lated the cost of a course of action on the assumption that all 
other factors in the situation would remain the same. Opera-
tions research can give effect to probable variations in all fac-
tors related to the course of action under consideration. 
Incidentally, the problems of small business are just as sus-
ceptible to solution by the newer methods as those of large busi-
ness. 
There is still a good deal of skepticism among businessmen 
as to the practical value of operations research. Its reputation 
may have suffered because of extravagant claims by some of its 
partisans, and also because many operations researchers do not 
fully understand management's needs. While the theories had 
been developed earlier, actual applications have gained momen-
tum gradually but steadily. The development of computers 
which can process masses of data rapidly and can solve complex 
mathematical problems has accelerated this trend. 
Operations research has demonstrated important possibilities, 
and it is probably here to stay. 
The names of some of the specific procedures or techniques 
included under the heading of operations research are linear 
programing, queuing theory, statistical sampling, correlation, 
and game theory. There are many others. 
Such terms fall on the ears of many CPAs as wholly un-
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familiar sounds. They conjure up visions of some esoteric field 
of knowledge which may be too formidable for one not versed 
in higher mathematics to master. But it isn't so. An intelligent 
accountant who is willing to apply himself can learn to use these 
tools, even though he may not understand the higher mathe-
matics which would be necessary to derive the underlying 
formulas. 
To what extent should certified public accountants learn 
operations-research techniques? Anyone who intends to special-
ize in management services should understand these tools, and 
know what kinds of problems can be solved with their help. 
Ideally, one partner or senior staff man in any CPA firm should 
know how to apply these techniques to the solution of specific 
client problems. However, in the immediate future, recognition 
of the type of problem which might be solved by operations 
research may be sufficient for the CPA in general practice. Spe-
cialists can be retained as consultants for specific applications. 
Since the problems which operations research can solve are 
in part problems with which accountants have been concerned 
in the past, it seems reasonable to assume that accountants of 
the future will gradually add operations-research techniques to 
their equipment. 
Some students of the subject believe that operations research 
is only an extension of accounting—simply a refinement of tech-
niques—to serve many of the same purposes that accounting has 
always served, but serve them better. Some CPAs are skeptical, 
however. They tend to minimize the importance of operations 
research. 
The impression has arisen that there is some conflict between 
the two disciplines. 
An interesting article on this subject appeared not long 
ago.95 The author points out that operations research, unlike 
traditional accounting, can provide an objective scale of values 
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that can be used for selecting optimum decisions or for evalu-
ating managerial performance. 
On the other hand, he says, while operations research ana-
lyzes isolated situations in depth, and projects the optimum de-
cision among alternative courses of action, it cannot—up to now, 
at least—relate a specific decision to the entire operation of a 
company and all the considerations that relate to the total re-
sult. The advantage of accounting, he says, is that it "enables 
the depiction of the firm's financial structure in a simple and 
crude but over-all model which constitutes a mighty bulwark 
against chaos." 
Again, the article points out that in many instances the diffi-
culty of creating the raw material of operations research anal-
ysis, in the form of input data, is formidable. Many of these data 
are not regularly supplied by the accounting system, and a 
fairly accurate measurement of most of these data can be 
forbiddingly expensive. 
In summary he believes that accounting and operations re-
search are not of a competitive but of a complementary nature. 
Combining the "total approach" of accounting with what 
might be called the precision instruments provided by opera-
tions research, both immeasurably strengthened and given 
greater flexibility by the computer, seems to offer an ideal 
mechanism for planning, control and decision-making. 
The Future of Management Services by CPAs 
There seems little doubt that CPAs are being drawn more and 
more into one phase or another of what is called management 
services. The practice of many CPA firms in this field seems to 
be expanding. 
For the immediate future CPAs should extend their services 
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to present clients with the accounting tools already at hand or 
readily available—budgets, costs, financial-management proce-
dures, for example. 
To help them, the professional societies should undertake 
studies of the successive steps which seem desirable in expand-
ing the scope of practice, and coordinating the auditing, tax 
and management-services functions. 
Answers should be provided to such questions, for example, 
as what are the types of management service most widely in 
demand? Where do we start? How do we build on the begin-
ning? Can the audit function be extended to a systematic re-
view of the information system for the benefit of management? 
What is the ideal arrangement of partners and staff in a CPA 
firm to accomplish the desired results? 
Some CPAs may elect to develop broad capabilities and 
practice in a very wide range of subject matter. Others may 
elect to specialize and become especially proficient in one or a 
few functions, techniques, or types of business. 
However, if the profession accepts the proposition that ac-
counting embraces the measurement and communication of 
financial and economic data, then its goal logically is the 
mastery of business information systems and a merger of opera-
tions research with the accounting discipline. 
The achievement of this goal would not be an easy task, and 
many CPAs will no doubt regard it without enthusiasm. But 
there are serious risks involved in rejecting the challenge, as 
well as in accepting it. 
The total information system stored in a computer may be 
on its way. Perhaps it will be twenty years before such systems 
come into common use, but the possibility cannot be ignored. 
If CPAs do not identify themselves as expert in the installation 
and application of such systems, others who have already en-
tered the field will increase in numbers and in status. 
Engineers who have acquired supplemental accounting train-
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ing, economists who have learned some accounting and engi-
neering, operations research men who have studied systems and 
computer technology, are already busily at work. Gradually a 
new profession of information specialists may emerge. 
Its members would not only be employed on the internal 
staffs of companies, but some of them might find opportunities 
in the field of consulting practice. They would rank high in the 
eyes of top management, because they would know how to pro-
vide the data for control and decision-making purposes that 
managements of large and small businesses alike will require 
under mounting competitive pressures. 
Meanwhile, if CPAs were wholly preoccupied with their tra-
ditional work of auditing and tax practice, little by little their 
status in the eyes of management would decline in relation to 
that of the creative information specialist, whose contribution 
to profitability would be highly visible. 
Then the day might come when people asked why total in-
formation systems were being audited by certified public ac-
countants who knew less about them than the experts who 
created and administered them. A branch of the information-
specialist profession which had mastered the basic principles of 
financial reporting might offer its services as independent audi-
tors. 
Conceivably, supervisory agencies of the government might 
employ such specialists to examine and test corporate informa-
tion systems to the extent necessary to determine that the finan-
cial statements required by investors and other parties at in-
terest were fairly presented. Banks might employ their own in-
formation analysts for the same purpose. 
Indeed, new modes of thought may even render obsolete some 
of the basic principles of traditional accounting. Applied eco-
nomics is being introduced into business policy-making. Sta-
tistics may be adapted to the measurement of probabilities in-
herent in business decisions. The true value of a particular busi-
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ness program continues up to now to be an elusive quantity. 
Profitability in the present accounting sense is rarely adequate 
to appraise the degree of advantage achieved by the imple-
mentation of a specific management decision. The qualitative 
relationship between short-term and long-term profits continues 
to confuse management planning and results. 
In the future, it may not be enough to say that the decision 
which was made proved successful. It may be necessary to 
demonstrate that an alternative decision would not have been 
more successful, or at least that in the light of all the evidence 
available at the time the decision was made, the best methods 
of analysis available showed no reason to believe that the al-
ternatives would be better. 
Every day that passes sees hunches, guesses, intuitions and 
subjective judgment giving way to improved analytical meth-
ods. CPAs can ignore these developments only at their peril. 
If CPAs as a whole accept the challenge and the opportunity, 
what should be done? Obviously, the first step is to set in mo-
tion those processes that will establish a conceptual foundation 
and provide the basis for an extension of the knowledge of most 
members of the profession to embrace the new areas. Uni-
versity curricula should be modified to include the basic knowl-
edge necessary to permit comprehension of the evolving infor-
mation system, decision-making techniques, problem-solving ap-
proaches and attributes of the consultant. The CPA examination 
should be expanded to include these areas. The Institute's pro-
fessional development program should offer courses for mature 
CPAs and their staffs on the underlying approaches in this 
work and the theories and practical applications of the new 
techniques. 
Meanwhile, CPA firms may continue to employ nonaccount-
ing specialists as members of their staffs, and establish a system 
of referrals so that one firm may take advantage of the skills 
possessed by another in dealing with specific clients' problems. 
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Obviously, each individual CPA cannot know everything 
about every aspect of professional practice. But if every CPA 
eventually acquires a common core of knowledge providing a 
broad basic foundation, and a comprehensive understanding 
of all the elements of practice, then various individuals will tend 
to specialize in one area or another. The common core will pre-
vent fragmentation and will facilitate gradual development of 
coordinated professional accounting services. 
Some gifted individuals will venture successfully far beyond 
the areas that the average CPA will try to master. The mature, 
successful CPA with wide experience may properly advise on 
any question which he considers himself competent to handle, 
outside of those areas which are restricted by law to licensed 
practitioners of other professions. 
In time, standards of performance in the management serv-
ices area will evolve—as standards have been developed in the 
accounting and auditing areas, and now are being developed in 
the tax field. The existence of such standards might permit the 
extension of the CPA's attest function into the management-
services field. 
"Other Services" 
The custom of describing the practice of accounting as 
divided into four parts—accounting, auditing, taxes, and man-
agement services—has always made it necessary to add a tail-
end classification of "miscellaneous services," which do not fit 
neatly into any of the major groupings. Such services include 
expert testimony, participation in estate planning, personal 
financial planning, services as receiver, referee, or executor, 
financial and business consultation, and so on. 
If the basis of professional accounting practice is looked upon 
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as including the entire range of measurement and communica-
tion of financial and economic data—or any part thereof in 
which an individual chooses to specialize—and if the practice 
of a firm is regarded as an integrated professional service, then 
the difficulties of classifying specific types of work tend to 
disappear. 
In truth it does not matter for what purpose, or in what pre-
cise capacity, a CPA may be measuring and communicating 
quantitative data. If he is at home in the subject matter, it is a 
natural part of his professional function. Nor does it matter 
whether he renders his reports in numbers or in words, in writ-
ing or orally. He may give formal opinions in the standard 
form, or in long-form reports as circumstances indicate. He may 
speak as an expert witness, or as a representative of his client 
before government agencies. He may act as an administrator or 
as a decision-maker in situations where he is not also serving as 
an independent auditor. 
It has been noted that more and more the roles of the CPA 
as an officer of a corporation and as a public practitioner are 
becoming interchangeable. It is to be hoped that the roles of 
practitioner and teacher will follow the same course. Experi-
ence in teaching will make a better practitioner, and experience 
in practice will make a better teacher. The academic and prac-
ticing branches of the profession are drawing closer together, 
and this should be encouraged. Each branch has much to gain 
from the other. 
There need be no distinction between the participation of the 
CPA in government and his participation in business. He may 
be the independent auditor of a governmental unit, and at the 
same time act as consultant and adviser to the management 
with regard to its information system and decision-making proc-
esses. He may accept employment as an elected or appointed 
government official. He may serve as a government consultant 
on special problems. 
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The scope and variety of the CPA's activities in the future 
seem boundless. The profession should not impose upon itself 
any limitations except those justified by ethical considerations 
or the overriding consideration of competence. Not all CPAs 
are equally competent in any area of their work, and they 
never will be. The basic obligations are, first, not to undertake 
work for which the individual CPA knows he is not compe-
tent; and second, to see to it that his client or employer gets 
the help he needs, either from the individual CPA concerned 
or from some other recommended source. 
Conclusion 
Individuals need financial and economic data for the orderly 
conduct of their personal affairs. Every business, from the sole 
proprietor without employees to the giant corporation, makes 
use of the accounting function, however badly or however well, 
as a basis for its decisions. Every business must make external 
financial reports, if only tax returns. 
Consequently, in a modern industrial society, the measure-
ment and communication of quantitative data is a universal 
requirement, both for internal management purposes and for 
external-reporting purposes. 
There are no apparent limits to the opportunities of certified 
public accountants to expand their services. There is much 
greater room for the use of accounting, both in scope and 
depth, than was ever visible before. 
The CPA's identification as the only recognized professional 
in this field is a tremendous advantage. His ethical standards, 
which have already endured for generations—and particu-
larly his ingrained attitude of independence; his analytical 
approach as auditor; his basic competence in the classification 
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and interpretation of financial data; his familiarity with the 
organization, internal policies and procedures of his clients, all 
these things equip him admirably to take and hold the lead 
in this rapidly expanding field of work. 
The only limitations on his future opportunities are his own 
intelligence, competence, and venturesomeness. Assuming that 
the CPAs of today and tomorrow have these qualities in 
abundance, it is time to go to work in earnest to convert the 
possibilities into reality. 
Much hard work will be required—in education, in research, 
in ethics, in personnel recruiting and administration, in public 
relations, in the organization and activities of CPA firms and 
professional societies alike. These will be the subjects of dis-
cussion in the following chapters. 
COMMENT ON CONCEPT OF MANAGEMENT SERVICES BY CPAs 
One approach to a conceptual foundation for management 
services by CPAs has been developed at length in the paper by 
Robert M. Trueblood, to which reference is made earlier in this 
chapter. Accordingly, Malcolm M. Devore, a member of the 
Institute's committee on long-range objectives, believes that the 
contrary approach, not hitherto published, should be presented 
at greater length than is practicable in the body of the chapter. 
Mr. Devore offers the following presentation for the informa-
tion of readers: 
"Perhaps because the Council resolution of 1961 speaks of 
'the entire range of management services,' it has been assumed 
that a classification of subject matter is necessary—what is the 
entire range of such activities? 
"Results may take the form of a classification of functional 
areas of an enterprise to which the CPA may properly apply 
his management services—finance and accounting, production, 
marketing, industrial relations, etc., and subdivisions within 
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these groups. Other classifications are expressed in terms of 
techniques—organization planning, budgeting, cost accounting, 
operations research, electronic data processing, scheduling, time 
and motion study and the like. Still others view the whole area 
as a concern for information and quantitative data and identify 
types of data properly considered. Some further classify sub-
ject matter by types of enterprise or all manner of combinations 
of the possibilities. Is this really a valid, practical, or necessary 
way in which to proceed in formulating a conceptual approach? 
"No generally accepted classification of subject matter exists. 
Any classification is subject to considerable misinterpretation in 
the absence of a comprehensive definition of terms. There are 
no clearly discernible and reasoned criteria for differentiating 
between one subject matter and another as a basis for deciding 
which items to include or exclude from the list of possibilities. 
"The purpose is to develop a conceptual approach that is 
reasonable and susceptible to practical implementation. Im-
plementation takes the form of identifying what the CPA does 
in management services, a common body of knowledge, under-
lying educational curricula and an accreditation examination 
that coincides with this common body of knowledge, standards 
of practice, and promotional and personal development pro-
grams. Classification of subject matter, however devised, does 
not permit this purpose to be implemented. The possible spec-
trum of subject matter is so broad and the characteristics so 
diverse that no unity or common characteristic is discernible 
that provides a sound basis on which to arrive at a conceptual 
approach or an approach that it is practical to implement. 
"One alternative that has been advocated is to select a por-
tion of the subject matter that does exhibit a unity through 
common characteristics—information systems and the measure-
ment and communication of quantitative data. This is a broad 
area and at the very core of what the CPA now deals with in 
management services and in fact in the other areas of practice 
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as well. This area is an attractive point of departure for the 
CPA getting into this field for the first time and services in this 
area can be expected to expand considerably and occupy a ma-
jor portion of the CPA's attention in the future. "Information 
systems and quantitative data," however, is not synonymous 
with "management services"—management services extend con-
siderably beyond information and data-related subject matter. 
Services now being performed by CPAs, such as organization 
planning, personnel recruiting, and many others depend not at 
all or only incidentally on informational and data aspects. 
"Taking the information system-quantitative data view does 
have considerable appeal. It is neat, the logical relationship to 
accounting is clear, it is comfortable if a firm really doesn't want 
to exert the effort to expand its practice or face loss of com-
petitive position in an expanded profession, and it greatly 
simplifies resolution of the problem of achieving a conceptual 
approach and all that goes with it. 
"This view is also limiting in terms of scope. It either requires 
the expansionist to rationalize in order to do what he is capable 
of doing or it serves to deny the CPA the right to serve his client 
in some areas of possible practice. It denies the client the op-
portunity to obtain such non-information or data-oriented serv-
ices as he needs and can obtain nowhere else from those with 
true professional attributes. This would seem to be no time to 
adopt such a narrow view even if it were practical to enforce 
it, which is improbable. 
"All this may be true, but it does not contribute to a solution. 
What is the way out of this dilemma? What constitutes a sound 
and practical basis for developing a conceptual approach? By 
looking back a way we may be able to see more clearly ahead. 
Perhaps we have been down this road before. 
"There appears to be a useful analogy between the manage-
ment services and auditing areas of the CPA's practice. In the 
auditing area the CPA has found no need to develop his basic 
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conceptual approach in terms of subject matter. No distinction 
is drawn regarding application of the auditing process to one 
type of business or another, to one function of a concern or 
another, or one type of item or financial statement or another. 
Rather, auditing is accepted as an approach and process leading 
to attestation regarding the areas or subject matter within the 
scope of examination. The CPA is expected to have some degree 
of knowledge regarding the subject matter under examination 
and is expected to select and adapt techniques appropriate to a 
given situation. These are procedural matters, not of concern 
at the conceptual level, but rather to be dealt with at the tech-
nical level of consideration. 
"So it is with management services. Management services 
represents essentially a problem-solving approach and process. 
The purpose is to assist management to attain a more effective 
(more profitable) operation. This approach and process may 
be applied to any type of enterprise or to all or some particular 
part of an enterprise, however classified. The CPA is expected 
to have some degree of knowledge regarding the subject matter 
and is expected to select and adapt techniques appropriate to 
a given situation, but again, these are procedural matters. 
"The problem-solving approach and process brought to bear 
on a client's affairs by the CPA in management services consists 
of surveying to find facts, defining the problem (identifying the 
opportunity for improvement), seeking and selecting applicable 
techniques, presenting findings and recommendations, pro-
gramming actions required to achieve a solution, and assisting 
in the implementation. 
"It is the problem-solving approach and process that the CPA 
offers and applies in management services just as it is the audit-
ing approach and process that he applies in that phase of his 
work. In both areas there is a presumption that he has the basic 
qualifications to apply his expertise to whatever type enterprise 
or subject matter is at hand. In both areas he may not always 
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begin with complete knowledge of the characteristics of the 
business or all available techniques, but he has a responsibility 
to prepare adequately or disqualify himself. No two situations 
faced by the CPA in either area of practice, or the techniques 
required to achieve a proper result, are ever the same—even in 
two companies in the same industry. What is common (and 
what should be represented in a common body of knowledge) 
is the CPA's approach to a matter and the process he applies 
in practicing his profession. 
"This basis for building a conceptual approach has a long 
standing precedent through its application, either consciously 
or unconsciously, in the auditing area. It subordinates the whole 
problem of classifying subject matter—not because this is so 
difficult but because it is unnecessary for this purpose. It per-
mits a common body of knowledge, education curricula, exami-
nation content, standards of practice, and promotional and 
personal development programs to be developed that are reason-
able in content and practical to apply. 
"Some form of classification of subject matter, while sub-
ordinate in importance to that of a conceptual approach, would 
be useful in assisting CPAs to consider and select those par-
ticular areas in which he cares to practice. Then, given a con-
ceptual approach, and all that goes with it including standards 
of practice, he is better able to take action to qualify himself 
with knowledge of the characteristics of the matters selected 
and the various techniques that may apply. It should be ex-
plicit, however, that any classification is neither all-inclusive or 
exclusive. Individual CPAs and firms are free to choose what 
their particular scope of practice is to be in terms of the type of 
practice they wish to build, the role they wish to play in the 
business community, and the risk they are prepared to assume. 
"By proceeding to build a conceptual approach in this way 
the CPA is free to define his role and develop his particular 
practice according to two dimensions. On the one hand he may 
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choose at will from the whole spectrum of subject matter, how-
ever classified. On the other hand he may elect to assist his 
client in all the steps in the problem-solving approach or some-
thing less than that. In some subject matter he may find facts 
and identify or define the problem and stop at that point or 
refer the client to other sources of help. In other subjects he may 
develop a program of action and in still others he may offer to 
assist in all aspects of implementing a solution. This reflects the 
realities of practice. Not every CPA can or will elect to become 
completely proficient in all aspects of any given subject or in 
some aspects of all subject matter. In the auditing and tax 
areas of practice the CPA has always had this flexibility and 
there is no reason that it should not apply to management 
services in the same manner." 
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SECTION III 
FOUNDATIONS OF 
PROFESSIONAL STATUS 
There is much more in a profession than a traditionally 
dignified calling. The term refers to a group of men 
pursuing a learned art as a common calling in a spirit 
of public service.... Gaining a livelihood is incidental 
. . . . Historically there are three ideas involved in a 
profession: organization, learning.... and a spirit of 
public service. 
ROSCOE P O U N D , 
The Lawyer from Antiquity to Modern Times, 
West Publishing Co., 1953 
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CHAPTER 12 
Education and Training 
T H E future of the accounting profession will be de-
termined not only by the opportunities which confront it, but 
by the intellectual capacity, knowledge and skills of its members. 
Projections of the environment of ten or twenty years from 
now, and the possible range of services which CPAs could 
render, suggest a broad reappraisal of the objectives and the 
scope of education and training for present and future CPAs. 
The fundamental importance of education and training has 
been recognized by the Institute in sponsoring an ambitious re-
search study to describe the "common body of knowledge" 
which CPAs of the future should acquire in order to meet the 
demands likely to be imposed upon them. 
The study is supported by matching grants from the Car-
negie Corporation of New York and the American Institute of 
Certified Public Accountants. The study director is Dean 
Robert H. Roy of the School of Engineering Sciences at Johns 
Hopkins University. He is being advised by an independent 
commission, composed of practicing CPAs, teachers of account-
ing, businessmen and representatives of other interested groups. 
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It is expected that the report will be published in 1965. The 
"common body of knowledge" project is so closely related to the 
problems with which this book is concerned that the two should 
be regarded as complementary and studied in close conjunc-
tion with each other. 
The study report will suggest what the CPA of the future 
needs to know, not where he should learn it. The latter question 
will require the cooperative consideration of educators and of 
CPAs in practice and in industry. The teachers will have to 
tell the others what part of the "common body of knowledge" 
can best be acquired at the universities, at both undergraduate 
and graduate levels. CPAs in practice and in industry will have 
to decide what should be taught by the employer, and what can 
best be imparted through continuing education programs of 
the professional societies. 
In the light of the comprehensive study which is now in 
progress, this present discussion will be confined to a general 
statement of problems related to the education and training 
of the CPA of the future, with indications of possible solutions 
suggested by various students of the subject. 
Underlying Assumptions 
Education must be designed with the needs of the future, not 
of the present, in mind. Today's university graduates will be the 
partners of CPA firms twenty years hence. One of the profes-
sion's "survival needs," as indicated in Chapter 6, is to have 
in it people qualified to do what society will then demand of 
them. 
If the predictions in the preceding chapters have any validity, 
the demands on CPAs twenty years from now will be quite 
different—much broader—than today. 
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What may be called "present-day accounting" is closely 
linked in most people's minds with balance sheets and income 
statements. Accounting theory today consists largely of the 
theories on which corporate financial statements are based. 
Auditing, as taught today, is concerned mainly with the exam-
ination of balance sheets and income statements. The CPA's 
attest function is widely assumed to consist solely of the inde-
pendent auditor's opinion on those same financial statements. 
Accounting of the future will embrace all this and much 
more. It will inevitably become more and more involved in 
managerial planning, control and decision-making. It will have 
to be adapted to external reports, not only for investors and 
credit grantors, but for an increasing variety of other purposes. 
The attest function, likewise, will be adapted to new uses. Per-
formance measurement, not only within an enterprise, but per-
haps of the enterprise as a whole, may well become a function 
of professional accounting. 
The CPA firm will have to look at a client's business as a 
whole—much as a competent physician examines the whole 
patient before diagnosing or prescribing for a local ailment. 
The distinctions among the types of services rendered by 
CPAs thus will tend to become blurred. One will lead to the 
other, overlap the other, merge into the other, until accounting, 
like the law, may be said to be a "seamless web." Individual 
CPAs will specialize to a greater extent than they do today, but 
their common body of knowledge will enable them to communi-
cate readily with one another, and to coordinate their efforts— 
within firms or in consultation—so as to give each client the 
advice and assistance which his peculiar circumstances require. 
The only alternative seems to be an accounting profession of 
split personality—including members with widely different 
educational backgrounds, widely different conceptions of their 
mission in society, and widely different attitudes toward their 
work, their clients and each other. 
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A common body of knowledge, continually modified to meet 
changing conditions and changing prospects, is essential to the 
identification and cohesion of a profession. Such a body of 
knowledge can be acquired only by means of a systematic pro-
gram of education and training. Education is within the juris-
diction of the colleges and universities. Training is largely the 
business of the profession itself. 
The Role of the Universities 
At present, the undergraduate schools of business are provid-
ing the vast majority of candidates for the CPA certificate. Al-
most without knowing it, the accounting profession in the 
United States has turned over to the colleges and universities 
practically full responsibility for the basic education, and much 
of the training, of future members of the profession. 
In other countries this is not so. In England the apprentice-
ship system is still heavily relied on, and the employer is given 
specific responsibility for the training of his junior staff. In 
Scotland, where the profession originated, apprenticeship is 
also required, but the Institute of Chartered Accountants of 
Scotland devotes a large part of its energies to providing 
courses for the trainees within their own organizations and at 
the universities. In both countries the apprenticeship period is 
shortened for university graduates under specified conditions. 
The Canadian Institute and its provincial societies provide 
courses, involving both correspondence and lectures, which 
every candidate for professional qualification must pass. In ad-
dition, however, the Canadian Institute has set as its goal that 
by 1970 every candidate shall be required to have a university 
degree. The Netherlands Institute of Accountants also provides 
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its own educational facilities for nonuniversity candidates, but 
will accept university education under specified conditions as 
meeting a large part of its own admission requirements. 
It is probably fair to say that in no country where the pro-
fession has reached a position of comparable importance has 
the accounting profession less control over the basic education 
of its candidates than in the United States. 
This may have been fortunate. Centralized control can lead 
to rigidity and discourage inventiveness. In this country, col-
leges and universities have been able to experiment with diversi-
fied approaches, which may well permit more rapid adaptation 
to changing needs than would be possible under an educational 
system nationally dictated by a professional accounting society. 
Yet the practicing profession may not have done as much as it 
should have to help the schools. 
The wide diversity of the nature, scope and quality of ac-
counting education in the United States is one of the factors 
which result in wide disparities in the attitudes and competence 
of CPAs. They have no common professional background ex-
cept the passage of the Uniform CPA Examination. 
With greater or less enthusiasm, the colleges and universities 
have generally attempted to provide the profession with candi-
dates educated in the way the profession wanted them educated 
—as well as that could be determined. Deans and teachers 
naturally desire their graduates to be well received in the vo-
cational field of their choice. 
Until recently, most CPA firms have indicated that they 
wanted graduates equipped to earn their pay as junior staff 
assistants as quickly as possible. Practitioners have been heard 
to complain about university graduates who cannot immediately 
perform the duties of a junior accountant. But more and more 
educators are coming to the conclusion that a university which 
concentrates on teaching students to perform the duties of a 
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junior accountant is not making the best use of its time. Train-
ing, they say, is the profession's job; the mission of educators 
should be education. 
The New Look in Education 
For more than a decade there has been a growing uneasiness 
among thoughtful members of the profession about the rela-
tively narrow scope of academic education required of prospec-
tive accountants in the undergraduate schools of business. To 
study this problem the Institute in 1952 sponsored the formation 
of a commission on standards of education and experience for 
CPAs, which published its final report in 1956. 
The conclusions were in general that students should have a 
broader liberal-arts base in the undergraduate curriculum, and 
that a fifth year should be added to complete the necessary 
technical and professional training. The commission did not 
undertake to define the liberal-arts courses which would be best 
for a prospective accountant, nor the necessary courses in the 
professional and technical areas. 
There were differences of opinion as to what the CPA cer-
tificate was intended to signify—merely a "ticket" to enter the 
profession, or evidence of presumed competence to practice at 
a certain level. There was also a difference of opinion as to 
whether practical experience should be required for the CPA 
certificate or not. 
Later the Council of the Institute approved the commission's 
recommendations in part, but with certain reservations. In 
general, the Institute's governing body endorsed the under-
graduate curriculum "mix" proposed by the American Account-
ing Association's Standards Rating Committee (1953)—provid-
263 
ing that roughly 50 per cent of the total hours be devoted to 
liberal, cultural, and general nonbusiness studies, and the other 
half to accounting and related subjects. 
The Institute's Council emphasized the importance of ex-
perience in the public practice of accounting, particularly in 
the application of generally accepted auditing standards. 
An extension of the university accounting program from four 
to five years was suggested to accommodate a broader liberal-
arts base without curtailing the professional and technical cur-
riculum. No radical changes in accounting courses were pro-
posed. 
In 1959 the profession and the business schools were shaken 
by the publication of the famous Gordon-Howell and Pierson 
reports on business education in the United States, financed by 
the Ford Foundation and the Carnegie Corporation, respec-
tively. The reports sharply criticized the undergraduate busi-
ness schools in general for low standards of admission and un-
satisfactory teaching methods. Accounting courses received 
more favorable comment than many of the others, but account-
ing curricula did not escape challenge. Many such courses were 
said to contain too much descriptive material of the vocational-
training type, and too little of the type of instruction that would 
encourage an individual's maximum intellectual growth. Finan-
cial accounting and auditing were regarded as of less impor-
tance than managerial accounting. 
These reports have resulted in a re-examination of business-
administration programs throughout the country. There is a 
trend toward the elevation of these programs to the graduate 
level, on the assumption that the undergraduate years should be 
devoted to the liberal arts and sciences. Some of the larger insti-
tutions have eliminated the undergraduate school of business 
administration altogether. A number of outstanding universi-
ties, of course, had done this long before the publication of the 
reports. Many undergraduate business schools are attempting 
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—with varying degrees of emphasis—to adapt their programs 
to the patterns recommended in the Ford and Carnegie studies. 
The graduate programs now in existence at ten or fifteen 
of the leading universities in this country in general draw stu-
dents with bachelor's degrees in liberal arts, engineering or 
science. Few of the students have had more than an introduc-
tion to accounting at the undergraduate level. The graduate 
programs focus on basic disciplines and principles in all areas 
of concern to top management, including accounting, statistics 
and other quantitative methods. For the most part they do not 
give "how-to-do-it" courses. Some of them are attempting to 
provide a type of education, as one dean has put it, which will 
enable a young man to become a manager or a certified public 
accountant, as contrasted with trying to teach him how to be 
a manager or a CPA. 
Many educators are regarding the entire educational process 
—in the words of one college president—as a "launching plat-
form into the unknown." Vocational training, in the sense of 
teaching technical skills, is now widely regarded as an un-
suitable activity for a college or university. 
More and more educators, and some practitioners, are ac-
cepting the view that the profession will need recruits educated 
in basic disciplines and analytical skills, even if this means less 
formal education at the college level in accounting techniques. 
A knowledge of today's techniques is not particularly useful if 
they will be outmoded tomorrow. Intellectual curiosity which 
will motivate life-long study is perhaps the greatest gift that 
the university can bestow on a student. 
Many universities have already accepted these propositions, 
and are building their programs accordingly. The 1963 report 
of the American Accounting Association's Committee on Edu-
cational Standards summarizes these considerations: 
"The subject matter of accounting encompasses a body of 
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knowledge that lies behind the information system underlying 
all economic activity. With the advent of high-speed data-proc-
essing equipment, it is now economically possible to compile 
data and make quantitative analyses that were not formerly 
feasible. This data-processing revolution has broadened the 
scope of the accountant's function and widened the horizon of 
his usefulness in compiling, interpreting and using quantitative 
information as a basis for business decisions both within and 
outside the business organization. 
"As the accounting function in modern society grows, the 
role of the accountant inevitably becomes larger and more im-
portant. The demand for well-educated accountants is currently 
high and promises to remain strong in the foreseeable future. 
In this environment the issues that arise in developing a sound 
program of education for those who intend to pursue account-
ing careers are of prime importance. Although accounting in-
volves a basic discipline backed by a considerable body of 
theory, it is generally agreed that one who prepares for a career 
in accounting must have a background considerably broader 
than merely a thorough understanding of accounting concepts 
and procedures." 
The committee might have said, "accounting concepts and 
procedures as presently understood" If it becomes accepted 
that accounting is the measurement and communication of 
financial and economic data, then accounting concepts and pro-
cedures will embrace much of the "broader background" neces-
sary to meet the needs of the changing environment. Semantical 
difficulties arise when one speaks of "accounting" in the sense 
in which it is generally regarded today, and then uses the same 
word to describe the broader scope of the future, as the com-
mittee may have intended in the first sentence of the passage 
quoted above. 
The Association Committee went on to say: 
"Professional education should have as one of its goals the 
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development of the ability to analyze and solve independently 
problems and situations of a diverse nature. Sound solutions re-
quire the use of knowledge, reasoning, and judgment. Account-
ing educators, as well as educators in other professional areas, 
must do their best to develop this kind of ability in their gradu-
ates, insofar as it can be developed through education." 
These changing attitudes toward education in business 
schools may be encouraged by the predictions that young peo-
ple generally will spend more time in school and retire earlier, 
as the number of jobs in relation to the total population de-
creases and the educational requirements of the entire work 
force are lifted. While a few years ago a high-school education 
was considered a satisfactory jumping-off place for a career in 
almost any field except the older learned professions, today even 
a bachelor's degree is beginning to be inadequate. 
It is entirely possible that at some future time a master's de-
gree will be considered essential for entry into the accounting 
profession. In 1963 one CPA firm reported that for the first time 
the proportion of its new recruits holding master's or doctor's 
degrees approached 50 per cent. 
As a consequence of the new look in business education, the 
accounting curriculum may undergo radical changes. Some 
teachers believe that emphasis will shift to the basic disciplines 
underlying modern business management, and the theories and 
principles of accounting in its broadest sense. The techniques of 
auditing and taxation, for example, would get short shrift in 
such a program. They would be considered as not ambitious 
enough to justify much time in the curriculum. 
Other responsible accounting teachers, however, are dis-
turbed by this trend of thinking. They believe that the curricu-
lum must include enough basic accounting, in the presently ac-
cepted sense of the term, to stimulate interest among students, 
to maintain an up-to-date professional literature, and to de-
velop an adequate supply of competent accounting professors. 
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It is not enough, advocates of this viewpoint believe, to turn 
out a well-rounded student, with a broad exposure to the liberal 
arts and the basic disciplines underlying business management, 
and tell the accounting profession to "take him from there." 
In other words, if the educational base for accountants were 
broadened so widely as to virtually exclude present-day account-
ing, accountants might lose their identity as masters of a spe-
cial, definable body of knowledge and skills. 
Nevertheless, the possibility must be recognized that there 
will be less time to be devoted at either the undergraduate or 
graduate levels to the mechanics and techniques of auditing, 
and preparation of financial statements and tax returns. 
Yet for the foreseeable future the CPA will have to know 
these things. Where will he learn them? In "trade schools," 
training courses within accounting firms, on the job, or in con-
tinuing-education courses sponsored by the professional so-
cieties? If it is the objective of education to teach a student how 
to become a CPA, who is going to teach him how to be one? 
Problems for the Profession 
Curricula. Many schools of business administration—under-
graduate or graduate—consider their main goal to be the edu-
cation of future business managers. Some of them also design 
courses which enable students to qualify for the CPA certificate, 
but this is usually a subordinate objective. Other schools frankly 
ignore the CPA profession and structure their accounting 
courses wholly for managerial purposes. 
In the enthusiasm for the new approaches to scientific man-
agement—with heavy emphasis on the now familiar trio of 
planning, control, and decision-making—there may be some 
danger that accounting in the present-day sense of the term 
may be swept out of curricula entirely. 
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Yet it should not be overlooked that, with or without com-
puters, financial reporting to investors and creditors and income 
taxation continue to be matters of major concern to business 
management, as well as to CPAs. No one has yet invented any 
better way of dealing with these matters than those now in use. 
It would be a grave mistake to omit them entirely from the 
business-school curriculum, and the profession should use what-
ever influence it has to prevent such an error. 
This is not to say that CPAs should fight for the status quo, 
or insist on "vocational training" of prospective accountants in 
the colleges. Such an effort would fail eventually, in any case. 
But, worse, the CPAs would be limiting the future of their 
own profession. 
The objective should be not to abandon what now exists, but 
to broaden and refine it. Accounting of the future will embrace 
present-day accounting, extend it and modify it as may be 
needed, but the functions it now performs will probably assume 
greater rather than less importance. 
From the university's point of view there is no reason why 
financial reporting, auditing and taxation cannot be taught at 
levels as high as those of any other business subjects. Emphasis 
can be placed on principles and basic concepts, with techniques, 
mechanics and applications relegated to an illustrative role. 
The extent to which the practicing profession can influence 
the schools is a matter of opinion. But certainly, unless CPAs 
can agree on objectives which make sense to deans and facul-
ties, they are not likely to have much influence at all. The first 
step, therefore, must be to formulate specific educational poli-
cies which at least the majority of CPAs will support. Mean-
while, closer relations and better channels of communication 
with deans and faculties should be developed without delay. 
Professional Schools? Many CPAs, and some teachers, are 
attracted by the idea of professional accounting schools—similar 
to the law and medical schools—which would be devoted ex-
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clusively to preparing students for careers as certified public 
accountants. 
As an indication of prestige and status, the idea is appealing. 
Such a school, by identifying people who are headed for a 
career in professional accounting, might attract superior stu-
dents and faculty who are particularly interested in this field. 
Moreover, the control of the curriculum would rest with the 
accounting faculty, which would naturally be in close touch 
with the practicing profession. In present M.B.A. programs, the 
curriculum is largely controlled by nonaccountants, and is tai-
lored to the needs of nonaccounting majors. 
But the idea of separate professional schools of accounting is 
strongly resisted by deans and many accounting teachers, partly 
on theoretical and partly on practical grounds. They argue that 
since accounting is concerned with business organization and 
management, and the measurement and communication of busi-
ness data, it might be unfortunate to separate the prospective 
CPA from students who intend to be business managers. 
As a matter of fact, there is wide agreement that much of 
the business-school curriculum is of equal value in training the 
prospective accountant and the prospective manager. The ac-
countant should know the fundamental theories of manage-
ment and something about production, marketing, and per-
sonnel administration, for example, as well as the finance and 
control function. 
If the CPA candidates were isolated in professional schools, 
there would have to be a great deal of duplication of faculty 
and facilities. The result might be that the professional ac-
counting school could not attract the best teachers of non-
accounting subjects, who would normally prefer to remain with 
their own departments in the general school of business or other 
faculties. 
The tendency in the more progressive graduate schools of 
business administration is to give all students a common core 
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curriculum, and then to permit some specialization in account-
ing or another phase of business activity. For the foreseeable 
future this appears to be the best source of education for the 
professional accountant that will be available. 
Recruiting Staff. A highly practical question is where some 
12,000 small CPA firms are going to find able staff assistants 
if future graduates of business schools are not equipped without 
additional training to do the work which clients need to have 
done. 
For the indefinite future, independently audited balance sheets 
and income statements will be required for bank credit pur-
poses, reports to stockholders and various government agencies. 
Income tax returns will have to be prepared. Accounting sys-
tems will have to be installed and improved. Financial reports 
for management will have to be provided. 
Small CPA firms generally feel that they cannot afford to 
employ a broadly educated college graduate and teach him all 
the accounting and auditing techniques he needs to know in 
order to earn his pay. Nor do many small firms compete for 
the M.B.A. graduates (although they probably should) who 
have been taught how to become CPAs, but not yet how to be 
one, and who are offered starting salaries of from $6,000 to 
$8,000 a year by corporations and large accounting firms. 
For a long time, therefore, many undergraduate schools of 
business will no doubt continue to teach descriptive-type courses 
in order to prepare students to perform the duties of junior ac-
countants. Technical schools may also spring up to give "how-
to-do-it" courses to more broadly educated men and women. 
It has been seriously suggested that the Institute should 
organize a professional accounting school, with a full-time 
faculty, and perhaps regional branches, which would be avail-
able to firms throughout the country. Such a school would pro-
vide the technical and professional accounting education for 
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graduates of colleges and universities whose programs were de-
voted to broader, basic disciplines. 
The professional societies may be able to provide such train-
ing as part of their continuing-education programs. 
The question should be considered whether the changing edu-
cational patterns may result in a widening gap in the ranks of 
CPAs, between those with limited education beyond the tech-
niques and mechanics of accounting, auditing and taxes, and 
those who are broadly educated, well grounded in basic disci-
plines related to the expanding accounting function, and masters 
of the technology of their profession besides. The implications 
are disturbing. A profession sharply divided between an elite 
and a rank and file might have difficulty in retaining its identity. 
How will the smaller CPA firms be able to compete? 
Small business, if it is to survive, will need the same high 
quality of professional accounting service as large business, 
though there may be a time lag in realization of the need. It 
follows that local CPA firms will need personnel of equal com-
petence to that of the larger firms. Small firms should gear 
themselves up as rapidly as possible to recruit the best educated 
staff assistants—potential partners—that they can find. Mean-
while, they would be well advised to use the Institute's Pro-
fessional Development Program to the full extent. 
Will Adequate Facilities Be Available? All signs point to a 
desperate need for increased facilities for higher education. The 
colleges and universities are crowded now, and projections of 
population trends forecast major problems in housing and in 
teaching the ever-increasing number of students. 
In 1919-20 the colleges and universities of the United States 
awarded a total of 48,622 bachelor's and first professional de-
grees, 4,279 master's degrees and only 615 Ph.D. or equivalent 
degrees. By 1959-60 the number of bachelor's and first profes-
sional degrees had increased to 394,889, in other words eight 
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times as many as forty years earlier; 74,497 master's degrees, 
over eighteen times as many; and 9,829 Ph.D. and equivalent 
degrees, or sixteen times as many.96 
Between 1955 and 1961 there was nearly a 40 per cent in-
crease in the total number of bachelor's degrees awarded in 
business and commerce. During the same period the number of 
master's degrees increased over 65 per cent. These figures are 
considered only a beginning of what may be expected in the 
years to come. 
In 1964 applications for admission to one graduate school of 
business administration rose 58 per cent in comparison with 
the preceding year. 
If the accounting profession expects to be provided with 
well-educated recruits in the years ahead, it may be necessary to 
extend financial support for the provision of adequate edu-
cational facilities for prospective accountants. 
Deans of business schools should be made aware of the pro-
fession's keen interest in its educational problem, the oppor-
tunities offered by the profession to well-educated men and 
women, and the changing nature of accounting practice. On the 
other hand, practitioners should learn more about the problems 
and limitations of the educational institutions, the changing 
nature of the educational process, and what the profession may 
expect from schools of business in the future. 
While relations between the American Accounting Associ-
ation and the Institute are cordial, much closer personal ties 
should be developed between teachers and practitioners at 
both local and national levels. 
The attraction of fine young minds to the teaching of account-
ing should perhaps have priority even over their attraction to 
practice. Financial aid in the form of teaching fellowships for 
Ph.D. candidates would be a step in the right direction. "Fac-
ulty residencies," whereby teachers may gain experience in prac-
tice, have already been provided, and perhaps should be ex-
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tended, though the shortage of teachers and the consequent de-
mands on their time make it difficult at present for many of 
them to take advantage of such opportunities. 
CPA Qualifications. The change in approach to accounting 
education is creating some serious difficulties in complying with 
CPA requirements in states which have adopted college-educa-
tion requirements specifying hours and course content of ap-
proved curricula. These patterns were established before the 
"new look" in business and accounting education had become 
visible to the profession as a whole. As a consequence, some of 
the best students from the best graduate schools of business, 
even though they had concentrated in accounting, have been 
unable to meet the literal requirements of some state boards of 
accountancy, unless they took additional university courses— 
usually at the undergraduate level! 
Good men may have been discouraged from attempting to 
enter the profession for this reason. Some of the better graduate 
schools have attempted, with reluctance, to comply with the 
requirements of the state boards, but others of the best schools 
have abandoned the effort and gone about their business in the 
way they deem best. 
Recently, some state boards have made laudable progress in 
accommodating their requirements to the new approach to ac-
counting education, either by administrative interpretation of 
existing regulations or by the introduction of more flexible pro-
visions regarding education. 
The futility of stating educational standards for the CPA 
certificate in terms of course titles and numbers of hours is now 
widely recognized. 
New teaching methods, experiments with the integration of 
certain business courses (such as accounting and statistics), the 
maturity and intellectual capacity of the student, and the quality 
of the faculty should be taken into account in evaluating a can-
274 
didate's educational background. Graduate students learn more 
rapidly than undergraduates, and do not need the same number 
of hours to master the essentials. The number of hours a stu-
dent has spent in classrooms on specific subjects has less signi-
ficance than has been widely assumed. 
Continuing Education. As new knowledge is developed 
through research and experience, constant retooling of an in-
dividual's education will also become important. What one 
learns in school, even in basic disciplines, may be obsolete in a 
decade or less. Mathematics taught undergraduates in the 
1920's is completely out-of-date today. 
The possession of a master's degree and a CPA certificate 
earned today will not assure competence in the professional 
practice of accounting twenty years from now. Continuing-edu-
cation programs assume greater and greater importance. Above 
all, tomorrow's CPA must continue to pursue knowledge of his 
own volition by processes of self-education. 
The CPA Examination. The Uniform CPA Examination has 
had a substantial influence on the accounting curricula of the 
colleges and universities. As long as the examination was con-
fined largely to preparation of financial statements, auditing, 
and commercial law, it was to be expected that many college 
curricula would focus on these areas. In recent years the scope 
of the examination has been broadened somewhat, and there 
has been a natural tendency for the schools to expand their 
curricula accordingly. 
There are, however, obvious difficulties in the way of broad-
ening the scope of the examination too rapidly. Textbook writers 
are influenced in their selection of subject matter by the ques-
tions presented in CPA examinations. Students who have used 
the textbooks have some right to assume that they will not en-
counter questions in the examination outside of the subject mat-
ter which they have been instructed to study. 
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Yet a gradual widening of the scope of the examination seems 
essential if it is to be a valid test of competence for the broaden-
ing practice of accounting. 
Closer coordination between the writers of textbooks and the 
preparers of the examination has been suggested as a means 
of breaking the circle. 
The Experience Requirement. The relation of experience to 
education is a thorny subject and a source of much contro-
versy. There are those who believe that given a satisfactory edu-
cational program, the student should be permitted to take the 
CPA examination and if successful receive the CPA certificate 
without practical experience. This is the usual process of quali-
fying candidates for the legal profession. But those who believe 
that the CPA certificate is a symbol of ability to practice, rather 
than only a ticket of admission to the profession, insist that a 
period of experience is essential prior to qualification. 
The Institute's present policy includes insistence on at least 
one year of experience in public accounting practice under the 
supervision of a CPA, primarily involving the application of 
generally accepted auditing standards. The experience require-
ments of the several states vary widely. 
The difficulties in evaluating the quality of experience ob-
tained in different firms and in different areas of practice seem 
almost insuperable. On-the-job training may range from the 
most elementary level of quasi-clerical activity to problem-solv-
ing of advanced types—depending on the nature of the firm 
and its clientele. 
The common body of knowledge project was designed to de-
scribe the basic knowledge and skill which every CPA should 
possess at the outset of his career. If agreement is then reached 
on what part is best acquired at the university level, programs 
of in-firm training, on-the-job training and continuing educa-
tion must be developed which will provide the rest. 
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The result may eventually be abandonment of present experi-
ence requirements and possibly substitution of specified types of 
post-university training as part of the requirements for the CPA 
certificate. 
Problems for the Academicians 
Curricula. The design and content of curricula are the busi-
ness of educators. Practicing CPAs cannot be too helpful to 
them—except perhaps in advising them about what their 
graduates ought to know. The schoolmen will be able to deal 
with the pedagogical problems involved. 
Some of the ideas which have come from academicians, how-
ever, are of interest to all concerned because they highlight the 
magnitude of the educational problems ahead. 
Ideas about curricula are almost as numerous as there are 
speakers and writers on the subject. For example, everyone ac-
knowledges the desirability of a broad liberal-arts base, but this 
in itself is an extremely vague term. No one has yet defined the 
subject matter of a liberal-arts course that would best serve a 
student who intended to prepare for the accounting profession 
later. Writers agree that English is essential—CPAs must be 
good communicators. Mathematics is of increasing importance, 
in view of its applications in computer technology and in man-
agement sciences. The growing international interests of Amer-
ican business suggest that a foreign language may be almost 
a necessity for the future. Economics is an obvious choice. The 
behavioral sciences—psychology and sociology, for example— 
are regarded as highly important. In this age every well-edu-
cated person should know something about the physical sci-
ences. History lends perspective, an understanding of govern-
ment is essential, and so it goes. Almost every field of human 
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knowledge seems important enough to include in the liberal-
arts base of the prospective CPA. 
But the real question is, what parts of the subject matter, how 
much of it, and in what depth? The field of human knowledge 
is so broad that no four-year course can hope to comprehend 
it all. The danger is that the student may taste a smorgasbord 
of many dishes without much lasting nourishment. 
There is a growing body of opinion, as pointed out earlier, 
that a fifth year should be added, or that the professional ac-
counting curriculum should be taught at the graduate level in 
a master's program. 
In planning for the future, however, practical possibilities 
should not be overlooked. Can enough young men afford the 
time and money for such an extended educational process, on 
top of compulsory military service, to supply the manpower the 
profession will need? When the experience requirement is 
added, the total preparation for the CPA certificate may be 
stretched to as much as nine years. Would this discourage many 
desirable young people from attempting to enter the accounting 
profession—just as many are being discouraged by the extended 
process of qualifying for admission to the medical profession? 
Some educators believe that efforts should be made to shorten 
the educational span, rather than to lengthen it. Even now, by 
sacrificing summer vacations, it is possible to obtain both 
bachelor's and master's degrees in a little over four years. 
Others also contend that a lean, rigorous, carefully designed 
four-year undergraduate program can successfully combine the 
cultural and technical education needed for a professional 
career in accounting. They deny that a fifth year or a master's 
program is necessary.97 If a fifth year of education is to be pro-
vided, they believe that it would be of greatest value after the 
student had, say, five years of experience and had obtained the 
CPA certificate. Then, they claim, he would get the most out 
of advanced study. 
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Course Content. A prominent educator who is not an ac-
countant has made the interesting suggestion that introductory 
courses in accounting should be included in the liberal-arts cur-
riculum. Accounting is the language of business, he says, and 
every cultured man in an industrial civilization should know the 
language of his time, just as it was important in earlier days to 
know Latin or French. The liberal-arts course in accounting 
should be taught in terms of broad purposes, its significance to 
society, and its analytical discipline. 
This idea deserves careful study by the accounting profession. 
If most liberal-arts students were exposed to such a course, some 
of them would be attracted to the accounting field and would 
be encouraged to enroll in graduate schools of business adminis-
tration. With the background of the introductory accounting 
course, they would be able to move into the advanced account-
ing courses much more readily than most liberal-arts students 
can do at present, since they have no idea what the subject is 
all about. 
A similar idea in reverse has been suggested by a behavioral 
scientist. Assuming that an accountant should not only be 
trained in the techniques of his profession, but should also have 
a grasp of the scientific and technological bases of the various 
management processes he is expected to evaluate, it follows that 
he should understand and have some skill in the field of manag-
ing human effort. But this does not mean, according to this 
viewpoint, that the existing courses in psychology and sociology 
are what the prospective accountant needs. He cannot afford 
the time to get into these and many other subjects in great 
depth. A specially designed course should be developed. It 
should increase the student's ability to evaluate his own mo-
tives and understand his emotional responses to the kinds of 
frustrations, conflicts and challenges that he will meet in busi-
ness life. Such a course would teach him about the man-to-man 
relationships he would have to handle in dealing with superiors 
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and subordinates. He would learn something about the struc-
ture and dynamics of small groups that form the contexts in 
which so much managerial action is taken. A "laboratory" 
course, in which the student could participate in simulated ex-
periences of the type which he would confront in later life, 
would be extremely valuable. 
This line of reasoning could be applied to other subject 
matter. 
The traditional elementary course in the liberal arts and 
sciences is designed for the beginner who intends to specialize 
in the subject in question. Many universities have realized that 
the introductory course could be made more valuable for stu-
dents who do not plan to specialize in that field by broadening 
the course itself. 
The best way to develop educational material for account-
ants in disciplines related to, but separate from, their principal 
concerns, might be to look less at each field of knowledge as 
such, and more at the educational objective of the student. This, 
of course, assumes a level at which the student has determined 
his objective. 
The manner in which the subject matter of college courses 
has been put together, compartmentalized and departmental-
ized is largely accidental. A careful description of the body of 
knowledge and the competence needed by a particular student 
might reveal that many present courses whose titles appear to 
be pertinent may not actually serve the desired purpose. In 
many instances completely new types of programs should be 
devised. If an accounting professor could visit a number of uni-
versities to study their methods of teaching the behavioral 
sciences, for example, he might then write a textbook which 
would fit perfectly into the accounting curriculum. This ap-
proach might also be followed in other areas—for example, 
economics and mathematics—of which accountants should have 
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a basic understanding but in which they do not need profes-
sional competence. 
As in all educational matters, there is strong disagreement 
with this point of view. Other educators say that such specially 
designed presentations tend to become second class, and drift 
toward a vocational rather than liberal orientation. 
The whole problem of curriculum design and course content 
is complicated by the fact that accounting has no substance in 
itself, in the sense of a basis in nature. Accounting is a process— 
a process of measurement and communication, while the physi-
cal sciences, by contrast, are rooted in what actually happens 
in the real world. 
Accounting, therefore, borrows from other disciplines—today, 
for example, arithmetic: tomorrow, probably, statistics, actu-
arial science and parts of higher mathematics. 
In this, accounting is not unlike medicine. The physician's 
body of knowledge encompasses biology, physiology, chemistry, 
psychology and other basic sciences. He does not know as much 
about any of these subjects as the scientists who specialize in 
them. But he borrows from them, adapts them, and superim-
poses upon them the special knowledge and skills involved in 
the practice of his profession. 
CPAs, likewise, will borrow more and more from basic disci-
plines as the scope of their function of measurement and com-
munication broadens to cover wider areas. 
Accreditation. Some sort of nationwide accreditation of edu-
cational programs will ultimately be necessary, despite the fact 
that many academicians are skeptical of the value of accredita-
tion processes. Educational requirements for admission to the 
CPA profession of the future must be defined eventually, at 
least in broad terms. The present situation is too fluid to per-
mit development of standards of accreditation, but it is not too 
281 
early for the practicing profession to cooperate with deans and 
teachers in preliminary consideration of the problem. 
Conclusion 
The accounting profession surely aspires to a place of equality 
among the learned professions. It wishes to make the full contri-
bution to society of which it is capable, and to be accepted as 
part of the nation's leadership. 
The educational process will have a great deal to do with 
the extent to which these objectives are attained. Not only does 
the educational program provide the intellectual tools which 
the student must later utilize, but its nature attracts or repels 
students of superior intellectual ability. Whatever type of ac-
counting curriculum ultimately emerges, it must be of a 
character to challenge the best minds to put forth their best 
efforts. 
It is most unlikely that the colleges and universities in the 
future will teach the techniques and mechanics of professional 
accounting practice. 
The practicing profession must do much more than it has 
done about education and training if it is not to lose ground 
in the next twenty years. 
If it is to have any influence on the educational process, it 
must adopt clear policies which do not conflict with modern 
educational philosophies. The profession must also strengthen 
its relations with educators, and provide moral and financial 
support for programs on which practitioners and educators 
agree. 
The practicing profession must prepare to assume full re-
sponsibility, at some point in the future, for the training of its 
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recruits in the mechanics, techniques and procedures of ac-
counting practice. 
There is no area of professional concern more important than 
the education and training of those who will constitute the pro-
fession in the years ahead. A far greater proportion of the pro-
fession's resources than at present should be invested in this 
area. 
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CHAPTER 1 3 
Personnel 
T H E best imaginable system of education for the ac-
counting profession would be useless if there were no students— 
or if the students were not capable of absorbing what was 
taught. 
And after the students have been educated, the profession 
will not be better off unless they are attracted to the practice 
of public accounting. 
Attraction of young people to the study of accounting, and 
then to the professional practice, is obviously a survival need. 
Countless CPAs, in large and small firms, have said that 
their greatest problem is getting enough qualified people to 
perform the work that needs to be done. Practitioners readily 
confess that they could do more constructive work for existing 
clients if competent personnel were available. Of course, there 
is an unspoken modifier—available at what salary and under 
what conditions? 
The key word is "qualified." Qualified to do what? In the 
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foreseeable future there will probably be enough "bodies" 
equipped with more or less basic accounting education to fill 
the available jobs. The growth of the CPA profession and ex-
pansion of its services will assure enough jobs for everyone with 
sufficient ability. But the unanswered question is whether there 
will be enough candidates with the intellectual capacity, the 
necessary breadth of education, and the motivation to meet the 
demands on the profession ten or twenty years from now. 
The Supply 
The competition for the best brains in the country is in-
creasingly keen. Corporations, the sciences, the professions, the 
universities, and the government are competing aggressively for 
young men and women of superior ability with sound educa-
tional background. Accounting will have to fight for its share. 
The dislocation caused by World War II created an acute 
shortage of college students for a number of years. In the 40's 
and early 50's, accounting firms had lean pickings. Now sheer 
numbers no longer seem to be a serious problem. But the so-
called "war-baby boom" hit the colleges in the fall of 1964, 
creating serious problems in accommodating all qualified ap-
plicants. In spite of such devices as lectures by closed-circuit 
television, staggered hours, and other means of utilizing facili-
ties to the full extent possible, some educators predict that the 
only solution will be to raise admission requirements in order 
to keep the numbers of students to manageable proportions. 
One educator foresees the possibility of requiring a 90 per cent 
average of high-school graduates who wish to be admitted to 
his university. 
It cannot safely be assumed that there will be an adequate 
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supply of qualified recruits for the accounting profession for the 
indefinite future. Hard work will be necessary to get enough 
good men and women. 
The Demand 
There is a good deal of speculation about the effect of auto-
mation on the accounting profession's demand for staff assist-
ants. Actually the advances in auditing procedure and tech-
niques in the last twenty years have already sharply reduced, 
proportionately, the number of juniors needed to do the massive 
clerical checking required in an earlier day. 
When accounting and financial data become a part of in-
formation systems recorded in electronic computers, CPAs will 
have to audit through the computer and with the computer. 
Then the need for juniors presumably will be even less than it is 
today, while the intelligence, knowledge and skill required of 
auditors will be much greater. 
Nevertheless, the junior will not vanish. The nature of his 
work will change. The firm may spend more time training him. 
The machines may absorb a large part of the work he formerly 
performed. But the demands for expanded services in other 
areas will probably prevent a decline in the numbers of new 
recruits now annually required by the profession, even though 
the ratio of new recruits to the total CPA population may not 
be as high as in the past. 
The variables are so great, and it is so difficult to predict the 
speed with which changes will take place, that it is impossible 
to forecast with confidence the needs of CPA firms for recruits 
in the next ten years. But it seems certain that the profession 
will absorb all the capable, well-educated young people it can 
get. 
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Recruiting 
The young people whom the profession needs will be typical 
of the intelligent, educated younger generation. They want to 
make a creative contribution to society. They also want security, 
and they want to enjoy life as they go along. They have no great 
admiration for work for its own sake—particularly work of a 
routine, repetitive nature which is not intellectually challenging. 
They are willing to work and study hard, however, on things 
that interest them. 
The obvious place to start the recruiting effort is in the high 
schools. The five major national accounting organizations have 
pooled their efforts, through a joint council, to bring the op-
portunities in accounting to the attention of high-school stu-
dents. It has been agreed that the first effort should be to arouse 
interest in the accounting function as such. Later, at college, 
the groups may compete for recruits for public accounting, or 
industrial accounting, or internal auditing. 
In recent years films have been shown to tens of thousands of 
pupils, hundreds of thousands of pamphlets have been dis-
tributed, posters have been hung in school corridors, lecturers 
have appeared at career-day meetings, and personal contacts 
have been made with vocational counselors. 
It is difficult to assay the results. 
Because many high-school faculty members and vocational 
counselors are unfamiliar with accounting, they steer its re-
cruiting materials toward the commercial students who have 
studied bookkeeping instead of the students who are preparing 
for college—the ones whom the profession desires to attract. 
Greater efforts are needed to reach the counselors. 
Even the most extensive campaign could hardly reach all the 
desirable high-school students in the country. The best channel 
of communication is the high-school teacher or vocational 
counselor. But he has too much to read, and usually too little 
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experience of the business world to gain a correct impression 
of the accounting profession solely by means of the printed 
word. CPAs should talk to every guidance counselor in every 
high-school about the challenges and opportunities in modern 
accounting as a career. In some states marked progress has 
already been made toward this goal. 
The recruiting effort at the high-school level has assumed 
that the student will be guided into an undergraduate school of 
business administration where, it may be hoped, he will major 
in accounting. But now that a liberal-arts course is widely ac-
cepted as a desirable base for a professional accounting educa-
tion and graduate schools of business administration are ex-
panding, prospective college students of the liberal arts or sci-
ences should also be told what accounting has to offer. 
More college graduates are going on to graduate work each 
year—in some institutions as many as 80 per cent of a gradu-
ating class. However, graduates of the ivy-covered liberal-arts 
schools often have idealistic aspirations about the arts, educa-
tion, international affairs, law, medicine and other areas of 
work where appeal of direct service to society is strong. Busi-
ness has sometimes been downgraded in institutions of this kind. 
Not enough of the best students among the liberal-arts and 
science graduates may be entering graduate schools of business. 
And even of those who do, a relatively small proportion is in-
terested in the accounting profession as a career. Most think 
of themselves as corporate executives, bankers, financiers. Only 
a few have a clear idea of the opportunities and rewards of pro-
fessional accounting. 
So far, very little has been done to inform the liberal-arts 
and science students about the accounting profession. A system-
atic effort to guide them to graduate schools of business ad-
ministration could pay handsome dividends. They constitute a 
rich, untapped source of talent. 
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Accounting in the Liberal Arts Curriculum 
One of the most effective ways of bringing accounting to the 
attention of liberal-arts and science students would be to in-
clude—as suggested in the previous chapter—an appropriate 
accounting course in the liberal-arts curriculum. Such an ac-
counting course for nonaccounting students would probably be 
part of the economics curriculum. The course would have to 
be specially designed for the purpose for which it was in-
tended ; it would be inappropriate to spend time on the mechan-
ics and techniques of accounting. 
Probably the course should start with an explanation of end 
results—the uses of accounting for external reporting and for 
internal planning, control and decision-making. The essential 
principles involved could easily be explained to students with-
out necessarily involving them in the techniques and procedures 
of application. 
Undergraduates outside of the business schools could in this 
way get a glimpse of the fascinating possibilities of accounting 
in the years to come. Some of them would have a natural af-
finity for the subject matter and would decide to pursue it 
further at a graduate school of business. Many leaders of the 
profession in the years ahead might be recruited in this way. 
The Institute, in cooperation with the American Accounting 
Association, should arrange to have a textbook written for this 
specific purpose. It is reasonable to expect that the project would 
be applauded by deans and faculties of graduate business 
schools, since it might turn superior undergraduates in their 
direction. 
The textbook should be put in the hands of economics de-
partments in the leading universities and colleges throughout 
the country, with the suggestion—endorsed if possible by promi-
nent educators—that the measurement and communication of 
289 
financial and economic data should have a place in the curricu-
lum of every institution of higher education. 
Accounting, it has been said, can be taught in a way that will 
make it more liberating for the mind than the study of Chaucer, 
and a more effective mental discipline than the study of Latin. 
Understanding of accounting must carry with it an under-
standing of the corporate structure, the relations of government, 
business and labor, the basic principles of management—in fact, 
the wealth-producing and wealth-distributing processes which 
support the people of the United States. 
It is an indictment of present liberal-arts curriculums that 
many of the finest minds among American youth with college 
degrees which mark them as educated men are wholly ig-
norant of any of these things. 
Putting Accounting in Proper Context 
However, for the immediate future, at least, the undergradu-
ate schools of business administration will be the principal 
source of manpower for the profession. Their curriculums are 
constantly improving, with an increasing liberal-arts content. 
The effort to guide high-school students to these schools must 
be continued, even though other sources of recruits should not 
be neglected. 
Experience has shown that it is difficult to explain accounting 
to young people without relating it to the problems of business 
management. The recruiting efforts of the professional account-
ing organizations might be more fruitful if they emphasized to 
high-school students and liberal-arts and science students at the 
colleges the opportunities in business management as a career. 
Some emphasis could be given to the importance of accounting 
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in the management functions of planning, control, decision-
making and external reporting. 
Once enrolled at either undergraduate or graduate schools of 
business administration, individual students become identifiable 
objects of the profession's direct and more intensive recruiting 
efforts. 
Practicing CPAs, though independent, are nevertheless aids 
and advisers to management. It is far easier to demonstrate the 
social importance of accounting in the context of its contribution 
to the management function, which in turn is largely responsible 
for the nation's economic health, than it is to explain accounting 
in a vacuum. 
Management as a career must seem more glamorous to young 
people than accounting as most of them now misconceive it. 
Once they are in the business schools, however, at either under-
graduate or graduate levels, they will learn what modern ac-
counting really is. The fact that many chief executives of the 
larger corporations have come up through the accounting route 
is persuasive evidence of its importance. 
Influence of Teaching Methods 
The educational process itself can have a strong impact on 
recruiting. The way accounting is taught at some colleges or 
universities may not challenge the brighter young people. There 
may be an adverse selection; superior students will turn their 
attention to something else and be lost to the profession. 
The Ford and Carnegie reports criticized the descriptive type 
course and the fragmentation of the accounting curriculum into 
specialized areas, such as municipal accounting and hotel ac-
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counting, which were found in some business schools. This kind 
of vocational training will not challenge the intellectually gifted 
student. 
Accounting should not be taught simply as a technique, but 
rather in its relationship to business, government and the so-
ciety of which it is a part. The best students are eager to learn 
and willing to work. But they are not fascinated by a technology 
which seems to have no relevance to important problems of the 
real world. 
At the graduate level particularly, the student's undergradu-
ate training and maturity permit him to absorb the basic con-
cepts and principles of accounting much more rapidly than a 
younger student. But at the same time he will want to take a 
look at a lot of other subjects and see the relationships among 
them. If too much time is devoted to the mechanics of account-
ing, he may become impatient. 
Quality of Students 
Again, the Ford and Carnegie reports indicated that since 
admission standards of many undergraduate schools of business 
were low, the caliber of their students was generally inferior 
to that of the liberal-arts and science undergraduates—though 
the accounting students were usually superior to others in the 
business schools. 
Most of the undergraduate business schools are in state uni-
versities, many of which have had difficulty in maintaining 
admission standards at a level comparable to those of inde-
pendent colleges and universities. However, this situation is be-
lieved to be gradually improving. 
The practicing profession must bear in mind, in any case, 
that native intelligence is of primary importance. CPAs should 
look for the best brains wherever they can be found. 
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The Appeal of the Profession 
What impressions do representatives of the profession make 
upon the students to whom they talk? Does the profession's re-
cruiting literature depict it in a way that will attract students 
best qualified for the accounting practice of the coming dec-
ades? The answers may be negative. 
An outstanding consultant in public opinion has reviewed the 
brochures published by many accounting firms and by the Insti-
tute, the films produced by the Institute, and other material 
designed for the information of high-school and college stu-
dents. His conclusion is that these materials are more likely to 
repel than to attract the superior, broadly educated young peo-
ple who will be needed by the profession in the years ahead. 
Young people are more likely to be attracted by portraying 
some of the important economic and social end-results to which 
accounting contributes, and the intellectual processes involved 
in making the contribution, than by extensive recitals of the 
beginning duties of the junior accountant. Details of auditing, 
taxes and management services have little appeal to eager young 
minds—no matter how expensively printed, beautifully colored 
and attractively illustrated some of the printed materials 
may be. 
Organized programs designed to interest high-school and 
college students should depict the highest levels of accounting 
practice—not only as it is now, but as it is likely to be. This does 
not mean only the practice of big firms. It means the highest 
level of professional accounting service to both large and small 
business, national and local government, nonprofit institutions, 
individuals—in other words, the whole community. 
The focus should be on the future. The average level of 
practice of CPAs is rapidly rising. What might seem a romantic 
description of the nature of professional accounting practice 
today is likely to seem rather conservative ten or twenty years 
from now. 
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Most of the profession's recruiting literature has been pre-
pared by, or under the direction of, senior members of the pro-
fession who subconsciously reflect their own experience, without 
perhaps realizing that things are changing more and more 
rapidly. Younger staff members should help in creating litera-
ture and films describing the profession to high-school and col-
lege students. Younger CPAs know better how the student's 
mind will react, and they are also more likely to have their eye 
on the future of the profession rather than the past. 
Professional writers and public-relations consultants should 
also be enlisted in the preparation of recruiting materials. Some 
of the material now in circulation has an amateurish character 
which defeats its purpose. 
Continuing Education 
Today's bright college graduate wants to keep on learning. 
He considers carefully the training programs offered by pros-
pective employers which will enable him to increase his knowl-
edge and competence. 
The larger accounting firms have developed extensive train-
ing programs for juniors, seniors and managers. Some firms 
have also sent promising staff men or younger partners to spe-
cial executive-development programs at schools of business ad-
ministration. Opportunities of this sort have a strong appeal 
to the recent graduate who is seeking his first job. 
The Institute's Professional Development courses, including 
the staff-training program, are available to smaller CPA firms 
as well as to larger ones. Many CPAs have testified that pros-
pective employees are favorably impressed by the statement 
that the firm sends its men to these courses. This is a point 
which small firms should not overlook. 
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Salaries and Benefits 
It goes without saying that no recruiting effort will be effec-
tive if starting salaries and fringe benefits are not competitive. 
Beginning salaries offered by some accounting firms are so far 
below the median range that the possibility of attracting a su-
perior student is virtually nil. 
It is not necessary for every CPA firm, large and small, to 
pay the highest starting salary currently quoted to every staff 
assistant it employs. Each firm should study its personnel re-
quirements for the future, and decide how many men, of what 
types, it will probably need in the years ahead. 
Smaller firms, which need fewer recruits, may have some 
advantage over the larger firms, many of which require hun-
dreds of new juniors each year. To some extent their recruiting 
operation must be on a wholesale basis, aimed normally at the 
top 10 per cent or the top 25 per cent in a given class. The 
larger corporations' recruiters are doing the same thing. But 
academic grades don't mean everything. Often a young man or 
woman whose marks may be only at the median level in a 
good school may be highly motivated, have an attractive per-
sonality, and possess good work habits. Such a person may be a 
first-class potential accountant, but may never even be inter-
viewed by recruiters for the larger organizations. 
Salary levels, like fee levels, are bound to vary among firms, 
according to the nature of the practice and the complexity of 
the problems with which they undertake to deal. The best 
firms—small and large—get the best fees and pay the best 
salaries. There will always be a place for second best and third, 
fourth and fifth best. Each firm must decide for itself to what 
level it will aspire. 
Smaller CPA firms have an advantage in recruiting young 
people who dislike the atmosphere of large and highly com-
partmentalized organizations, where careers to some extent may 
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be marked out by steps on ladders. Some young people are ap-
prehensive of bigness in terms of human values and satisfaction. 
The smaller accounting firm could have a tremendous appeal 
for young people of this type if they understood the intellectual 
challenges which the profession can offer, the highly attractive 
life in smaller cities and towns, and the opportunities of the 
local accounting firms to help set the standards of the business 
community. 
Until recent years most accounting firms, particularly small 
firms, did not feel they were in a position to offer so-called 
fringe benefits in competition with industry. Their recruiting 
efforts have suffered greatly for this reason. The Institute's 
Group Life Insurance Plan has been a veritable godsend in this 
respect. The smallest firm can cover its employees and partners 
at extremely low cost through this plan, in which more than 
3,000 firms now participate, with coverage of some 20,000 lives. 
In 1964 the Institute offered a pension program which takes 
full advantage of the amendment to the tax law known as the 
Keogh Bill, permitting partners to deduct from current taxable 
income limited amounts set aside in retirement funds. Through 
this plan, the smallest firm can offer its partners, staff members 
and clerical employees reasonable retirement incomes at rela-
tively low cost. 
Social Status 
Most people are status seekers—and even those who deny it 
may only be seeking the status of a non-status seeker. Vocational 
choices are influenced to some extent by a natural desire to be 
engaged in a calling which is widely respected. An individual's 
personal social rating in his community is partly determined by 
the kind of work he does. 
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A prominent corporation lawyer has observed that the social 
and economic level from which many of today's CPAs have 
come is lower than that from which most lawyers, doctors, and 
architects, for example, have been drawn. The evidence bears 
this out: many of the accounting profession's leaders today are 
self-made men. Some of them never went to college; others 
worked their way through college. 
One CPA has noted with amusement that none of his col-
leagues, in a relatively small city, came from families which 
belonged to a country club, but every CPA in town now belongs 
to a country club. 
Parents in the well-to-do middle class have encouraged their 
sons to enter law or medicine, architecture or engineering, if 
they were inclined to a professional career. The parents could 
afford to send their sons to liberal-arts colleges and then support 
them while they acquired professional training at the graduate 
level. 
Accounting, on the other hand, was the only vocation which 
had a plausible claim to professional status but whose edu-
cational requirements were low. A young man could earn a 
living while preparing for the CPA examination. Ambitious 
boys from poorer families found this an attractive opportunity. 
The CPA profession may be the richer for this. The motiva-
tion, the drive, the discipline of many of the profession's leaders 
who fought their way up to success against great odds are 
largely responsible for getting the profession where it is and 
giving it the excellent reputation it now enjoys. 
But times are changing. This is the day of the affluent society, 
higher standards of living and a college education for nearly 
anybody who is capable of taking it. CPAs in the 35-45 age 
bracket are, as a group, more broadly educated than their 
seniors. On the whole, they have had wider social experience. 
Younger men in the profession are coming from the same kinds 
of families as those which man the other professions. More of 
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them have liberal-arts backgrounds. They are socially self-
confident. Their intelligence-test scores are high. They are alert 
and eager to get ahead. The "status trend" is definitely upward, 
and CPAs should accelerate it by the way in which they con-
duct themselves and describe themselves. 
The way the profession talks about itself can be important. 
Little things sometimes make a big impression. Too much in-
sistence on professional status, for example, may suggest to 
sophisticated people some doubt as to whether that status has 
actually been attained. Too deferential an attitude toward 
clients or prominent citizens may indicate a lack of self-confi-
dence. 
A public-relations consultant has observed that CPA firms 
seem a little quaint, in an old-fashioned way. The description 
of staff men as "semi-seniors," for example, falls strangely on 
the ears of people in business or in other professions. Reference 
to the staff room as a "bull pen" is another idiosyncrasy which 
does not seem quite consistent with the claims of a learned 
profession. 
Apparently many outsiders find an atmosphere of musty mys-
tery about CPA firms. They deal in esoteric terminology and in 
numerical symbols, which many people can't understand. Part-
ners have rarely been vocal in public affairs. Until recently the 
offices of CPA firms have been ultraconservative to the point of 
mournfulness. But the general impression that CPAs are dif-
ferent and aloof is rapidly being dispelled, and recruiting ef-
forts will gain thereby. 
Impact of CPA Requirements 
Bright young people will weigh the time and money required 
to qualify as CPAs against the advantages of going directly into 
business or into some other profession. 
298 
At present, as noted in Chapter 12, to become a CPA in 
some states a liberal-arts graduate would have to have up to 
two years of additional college work to comply with the edu-
cational requirements in accounting and related subjects. Then 
he would have to acquire up to three years' experience in public 
accounting before he could become a CPA. This makes a total 
of nine years' preparation, counting the undergraduate course. 
By sacrificing summer vacations, this time can be reduced con-
siderably; but military service might add two or three years. 
Of course, by working in the day and going to school at night, 
experience and education can be acquired in less time, but this 
is hardly an inviting prospect as a normal pattern, particularly 
for married men. 
The lengthy preparation may be acceptable if all the edu-
cation and all the experience are challenging and rewarding. 
But if the young men feel that the education requirement is un-
reasonable or unnecessary, or if they feel that the type of ex-
perience they are getting does not actually increase their profes-
sional competence, then so-called "high standards" may be an 
adverse factor in recruiting. 
Surveys should be made of the attitude of the young people 
themselves on this question. 
The professional societies should study the possibility of 
shortening the preparation period without sacrificing quality. 
They might recommend preprofessional courses in undergradu-
ate liberal-arts curriculums which would partly satisfy CPA edu-
cation requirements. The societies should also devise standards 
of in-firm training with which employers should comply as a 
part of the experience requirement. 
The Uniform CPA Examination itself undoubtedly has some 
effect on recruiting. If a serious student becomes interested 
enough to look at some of the former examination questions, 
he may be attracted or repelled by what they appear to reflect 
as the realities of professional accounting practice. 
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Influence of Teachers 
Teachers of accounting at the universities naturally have a 
great deal of influence on the career decisions of their students. 
Some teachers are strong advocates of public accounting. Others 
favor corporation or governmental accounting. 
There is evidence that, across the board, the practicing CPA 
profession may not rate as highly in the estimation of college 
professors as most CPAs think it does. The reasons are varied, 
complex and somewhat obscure, but every possible effort should 
be made to identify and eliminate them. 
Not only for purposes of recruiting, but in consideration of 
many professional problems—education and training, research, 
publications, among others—closer cooperative relations with 
deans and professors should be developed by CPAs, at all levels 
—local, state and national. 
Selection 
Assuming success in recruiting efforts, the happy result will 
be large numbers of applications for positions on the staffs of 
accounting firms. Some of the applicants will be well qualified 
and others will not. How are appropriate selections to be made? 
In the past, college grades, extra-curricular activities, refer-
ences and personal interviews have been the principal bases of 
decision. None of them is wholly reliable. 
Surveys by the Educational Records Bureau have proved 
conclusively that variations of academic standards among col-
leges and universities are so extreme that a graduate with an 
A average in one institution may be less intelligent and less well 
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prepared academically than a graduate with a C average at 
another institution. Unless an employer knows the admission re-
quirements and the academic standards of the applicant's col-
lege or university, the academic record may be misleading. 
Extra-curricular activities are indicators of motivation and 
social adaptability, but again they can be misleading. A man 
who was captain of the football team and president of his class 
in an institution where the competition is not severe may not 
actually be as talented as a man who made the second team in 
a university which attracts so much ability that only the best 
can meet the competition. 
Personal interviews are notoriously unreliable. In the first 
place, the amateur interviewer is rarely skillful. He often does 
most of the talking himself, ending up with the impression that 
the applicant is highly intelligent simply because he was an at-
tentive listener. In the second place, an applicant's attractive 
personality and ready tongue can often conceal low motivation, 
poor work habits and even a cynical attitude toward the em-
ployer-employee relationship. In other words, an attractive col-
lege graduate can be an excellent salesman for himself without 
really having much to sell. 
On the other hand, a young person who is shy, nervous, and 
unimpressive when being interviewed for a job, may actually 
be a sensitive and highly intelligent person, who will acquire 
self-confidence with experience, and turn out to be a first-class 
professional man. 
To supplement time-honored selection processes, the Amer-
ican Institute many years ago contracted with personnel ex-
perts to develop a battery of personnel tests, designed to disclose 
vocational interests, basic intelligence and academic achieve-
ment in accounting. These tests are not conclusive, but they 
have been refined to a point where there is acceptable correla-
tion between their results and such other indices as academic 
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records, passage of the CPA examination, and success in prac-
tice. 
Continuous research is conducted to improve the tests as an 
objective standard against which other evidence can be ap-
praised. 
Several levels of tests are now available: for high-school 
students, for college students when they decide on their major 
field of study, and for accounting majors near the conclusion 
of their course. Scores on the latter test are of value to pros-
pective employers. 
The entire battery of tests can be administered by CPA firms 
at the point of employment if they have not been given in 
college. 
During the years when there was an acute personnel short-
age, employers were not much interested in testing applicants; 
they were glad to hire almost anybody who seemed able to carry 
part of the load. Recently more firms have been giving the tests 
to job applicants. Many have reported that the tests have been 
useful in keeping square pegs out of round holes, and in en-
couraging the selection of men who may not have been im-
pressive in personal interviews, but turned out to be excellent 
staff assistants. 
There is at present no test available which can measure the 
all-important quality of motivation. A highly motivated indi-
vidual with a lower intelligence quotient may often outperform 
a first-class student who doesn't know where he wants to go, 
or doesn't care. 
But one clue to student motivation is the general character 
and reputation of the college or university which he has at-
tended. A school which has a reputation of being easy to get 
into, or one where the students place great emphasis on ath-
letics and social activities, will probably not attract as ambitious 
and purposeful young people as a college which has a reputation 
for high academic standards and hard work. 
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Retention 
It is one thing to recruit promising candidates and another 
thing to hold them. The turnover among young staff accountants 
is quite high. This has always been accepted as normal and in-
evitable, but the assumption should be challenged. The largest 
accounting firms employ hundreds of college graduates each 
year, with the conscious expectation that 40 per cent of them, 
more or less, will not be with the firms five years later. The re-
cruiting, training and replacing of such large numbers of staff 
assistants involves an enormous hidden cost. 
The reasons for the turnover are several. Some firms may 
regard the early years of a staff man's experience as a kind of 
struggle for survival of the fittest. Those who do not measure 
up are eased out. This may be an effective policy from the firm's 
point of view. The experience will have been salutary for the 
men, but those who are eased out may not be good advertise-
ments for public accounting. 
On the other hand, it is sometimes the best men who leave 
the accounting firms. Frequently this is because a client makes 
a man a better offer than the firm can make him. Here the 
larger firms are at some disadvantage. They must stick with 
their salary classifications or chaos will result. A smaller firm, 
however, can pay a man whatever they think he is worth. If 
he is worth more to some client than the average senior salary, 
for example, he is probably worth more also to the firm itself. 
It is also considered an advantage to a CPA firm to have 
former staff members in the accounting departments of clients. 
Assuming that the relations of the former staff man with the 
firm are good, this is probably a helpful relationship. But if the 
assumption is correct that the profession is facing a severe short-
age of topflight brains in the next decade or two, the advantage 
gained by strengthening relations with a single client could 
hardly compensate for the loss of a first-rate professional mind. 
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Another reason why some good men leave accounting firms 
is lack of challenge. A former senior partner of one of the largest 
firms has expressed great concern about this. Some of the best 
paid and most promising staff men, he said, have told him they 
were leaving simply because after a year or two on the audit 
staff they did not feel that they were using their abilities to the 
full extent. Without the exercise of great care, staff men can 
fall into a routine of repetitive procedures, without much op-
portunity for creative work. 
Recognizing this, many firms have taken pains to diversify 
the work of the younger staff men, so that all will have some 
familiarity with auditing, tax and management services. Since 
it is the auditor who can uncover tax and management prob-
lems which reveal opportunities for constructive service, this 
approach seems highly desirable. Staff men also should be 
given the opportunity to participate in the solution of unusual 
problems that arise in connection with clients on whose work 
they are engaged. 
The sense of participation, of being a part of the firm, is 
extremely important even to the youngest junior. Some smaller 
firms have meetings of the entire staff, from top to bottom, at 
which the problems of the firm itself, even its finances, are dis-
cussed freely, and new technical developments are explained. 
Junior staff men have an opportunity to ask questions of their 
seniors. Some smaller firms also treat their senior staff men as 
though they were partners; paying their dues in clubs and per-
mitting them to deal directly with senior officers in client estab-
lishments. 
Human relations are obviously a fundamental part of build-
ing an organization. Many CPAs mistakenly believe that good 
human relations can be achieved merely by a cheerful and 
friendly manner. But the subject is more complicated than that. 
The motivations and attitudes of the staff men must be under-
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stood, and their natural aspirations must be satisfied, if they 
are to be happy and enthusiastic workers. 
These problems are covered in publications of the American 
Institute.98 Every CPA firm should study them. 
Organizations of Staff Assistants 
State societies of CPAs should sponsor local organizations of 
noncertified staff assistants, similar to the Association of CPA 
Candidates, organized under the auspices of the New York 
State Society of Certified Public Accountants. These groups 
should be formed on a city-wide, not a state-wide, basis. They 
should be controlled and assisted by the CPA society or its 
chapters. The groups should have periodic meetings devoted 
both to lectures by members of the profession and to informal 
discussions. 
Such organizations give the staff assistant who has not yet 
obtained the CPA certificate a sense of identification with the 
profession and an opportunity to exchange ideas with staff men 
from firms other than his own. This is likely to broaden his view-
point, encourage him to qualify for the CPA certificate, and 
heighten his motivation to succeed in his chosen profession. 
The students' societies in the United Kingdom have been 
highly successful for many years. They consist of staff assistants 
—"articled clerks"—who have not yet met the requirements 
for qualification as chartered accountants. They conduct pro-
grams designed to assist members in passing the examinations, 
as well as lectures on general professional problems. The absence 
of similar groups in the United States may have resulted in the 
loss of some good men who might otherwise have stayed in the 
profession. 
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Use of Nonprofessional Personnel 
As the shortage of topflight professional accountants becomes 
more acute, much of the staff work involving routine, detailed, 
repetitive chores might be handled by nonprofessional person-
nel. Perhaps when all businesses have adopted information sys-
tems lodged in computers, there will not be so much detail work 
involved in the practice of accounting. But for a decade or two 
some of it will still be necessary. 
Doctors and dentists have learned that by the skillful use of 
office nurses, secretaries, and laboratory technicians, they can 
devote their own time exclusively to the work requiring the 
greatest knowledge and skill. 
It will always be necessary, of course, for the prospective 
CPA to be thoroughly familiar with the basic processes and 
techniques involved in the practice of accounting. But a highly 
intelligent man may learn all he needs to know about detailed 
procedures in a relatively short time. There may be men and 
women who do not aspire to be CPAs who could be trained to 
perform many accounting and auditing tasks under proper 
supervision and direction—perhaps even more accurately and 
thoroughly than the more imaginative, and therefore less pa-
tient, type of man who may be well equipped to become a part-
ner. 
To pursue the parallel, a doctor is competent to do every-
thing a nurse does, but he doesn't keep on doing it for very long. 
A trained nurse can do her work better than the doctor would, 
because it would soon cease to interest him. 
A study of the possible uses of nonprofessional technicians on 
the staffs of CPA firms might yield rewarding results. 
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Conclusion 
It is difficult to generalize, and dangerous to be dogmatic, 
about the personnel problems of any profession. There will al-
ways be a wide discrepancy among the practices of different 
firms, and all their personnel requirements will never be satis-
fied by the imposition of a rigid pattern of recruiting, selection 
and personnel administration. 
Nevertheless, it is safe to say that there is vast room for im-
provement in the personnel policies of most CPA firms. 
In the last analysis, each firm must get its own people and 
keep them if it can. Generally, smaller firms today are paying 
insufficient attention to personnel problems. The larger firms 
are paying a great deal of attention, and spending a lot of 
money on building superior staffs and developing future part-
ners. This tends to widen the gap in competence. There are 
many notable exceptions among the smaller firms, which have 
perceived the importance of building personnel for the future. 
The firms who have worked at this problem are almost without 
exception among the most successful. 
The fact must be faced that in ten or twenty years each firm 
which hopes to survive must have people who are competent to 
conduct the practice at a higher level than that necessary today. 
Even the smallest clients will need and expect more sophisti-
cated and more creative services from professional accountants 
then they do now. Firms which do not prepare themselves are 
likely to become obsolete or be merged with more progressive 
firms. 
The smaller firms can, if they wish, work through their pro-
fessional societies on a cooperative basis to accomplish some 
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of the things that the bigger firms are doing for themselves. The 
Institute, for example, has already prepared recruiting kits for 
smaller firms. Helpful publications and Professional Develop-
ment courses are also available. 
But in view of the intensity of efforts to attract the best brains 
by other professions, by businesses and by government, the 
Institute should make a comprehensive study of all the prob-
lems involved in attracting and retaining superior young people. 
On the basis of the findings, a long-range program should be 
formulated, providing for specific actions by the Institute it-
self, the state societies and individual firms. 
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CHAPTER 1 4 
Ethics 
E X P E R I E N C E teaches plainly that in the United States 
any field of economic activity affected with public interest will 
ultimately be disciplined. Self-discipline, if effective, is accept-
able. The alternative is discipline under law. 
In the past thirty years, business corporations have been 
brought under an increasingly complex network of regulations 
and controls. Each element in the network was created in 
response to public conviction that abuses were occurring which 
businessmen themselves were unwilling or unable to prevent. 
The financial community, however, has shown a desire to 
discipline itself, and government has encouraged it to do so. 
While the abuses which culminated in the stock-market crash 
of 1929 resulted in the introduction of legal sanctions, a sub-
stantial measure of freedom has been left to the stock ex-
changes, brokers and dealers, investment companies and finan-
cial analysts, for example, to discipline themselves. But each 
lapse on their part results in a tightening of government controls. 
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The professions have been assumed to be capable of disci-
plining themselves. The fact that they have voluntarily adopted 
codes of ethics, and have set up machinery for discipline of vio-
lators, has given the public confidence that its interests would be 
protected in the areas with which the professions deal. From 
time to time, however, that confidence is badly shaken by the 
exposure of derelictions on the part of professional practitioners. 
Then there is talk of legal sanctions and government controls. 
The Treasury Department, for example, has not relied on 
the disciplinary powers of either the legal profession or the ac-
counting profession to assure ethical conduct on the part of its 
enrolled attorneys and agents. It has set up its own rules, its 
own investigating machinery, and its own disbarment proce-
dures. The SEC, likewise, has felt obliged to create mechanisms 
for the suspension or disbarment of CPAs who fail to meet its 
standards. Other government agencies which utilize reports of 
independent auditors might develop similar inclinations. 
There are no limits to the possible intervention of law and 
government in regulation of the accounting profession if the 
public believes it to be necessary. Freedom of action and pro-
fessional judgment could be constrained to a point which, in the 
long run, would be detrimental to the economy and to the 
citizenry. But this unhappy result will not be prevented by 
condemning government interference and declaiming the vir-
tues of free enterprise. It can be prevented only by effective self-
discipline which will make it unnecessary to invoke statutory 
authority. 
Even more disturbing than government controls, however, 
would be a general weakening of public confidence in the CPA 
profession. 
CPAs are particularly vulnerable to any doubt which might 
arise about their ethical behavior, since third parties rely on 
the attestations of CPAs. If all they did were to serve clients 
directly, it would be enough for CPAs to maintain an ethical 
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apparatus which would satisfy clients that they would be fairly 
treated. The attest function, however, as exemplified by the 
independent audit, requires assurance that investors, credit 
grantors, government agencies and other parties at interest will 
also be fairly treated. 
This is a more difficult task than most professions face. There 
can be conflicts of interest between the CPA's client and those 
who risk their money or make other important decisions on the 
basis of the data to which the CPA attests. Since the CPA's 
integrity and incorruptibility must be assumed if his attestation 
is to be significant, disillusionment in this respect could sharply 
reduce the demand for professional accounting services. 
On the whole, the ethical record of CPAs has been excellent 
—certainly as good as that of any other profession, and perhaps 
better than most. But this may be due more to the innate 
honesty and integrity of individual CPAs than to the profession's 
disciplinary procedures. As the numbers of CPAs grow larger, 
infractions of ethical standards are more frequent, and the diffi-
culty of dealing with them increases. 
The present disciplinary machinery of the CPA profession is 
inadequate to cope with the needs of the future. Basic ethical 
concepts have not yet been fully clarified, though great progress 
has been made in this direction. The concepts that have been 
developed are not widely enough understood. Enforcement ac-
tivities are uneven, sporadic, and uncoordinated. Division of 
responsibilities among the Institute, state societies, and state 
boards of accountancy is unclear. 
A far greater proportion of the profession's resources should 
be devoted to the field of ethics. A complete overhauling of in-
vestigating and enforcement machinery is overdue. Decentral-
ization of disciplinary activity seems essential. 
Before considering specific suggestions to these ends, it may 
be helpful to review the conceptual framework, and some of 
the major problems of assuring compliance. 
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Conceptual Foundations 
The more complex society becomes, the greater the need for 
mutual trust and confidence among its components. Law, 
morals and ethics provide the cement which holds society to-
gether. The results are never perfect and sometimes the cement 
loosens—but without it there would be disaster. 
In earlier days codes of ethics were peculiar to the profes-
sions. Today, in one way or another, in written or unwritten 
form, standards of conduct are being imposed on business man-
agers, public officials, the financial community, various quasi-
professional groups, and professional athletes, for example. 
The public will not permit itself to be exploited for long—as 
it becomes better educated and more sophisticated, it will de-
mand ever higher standards of conduct on the part of those 
who serve it. 
In spite of many notorious lapses, ethical standards in the 
United States are rising and will rise further. If the CPA pro-
fession wishes merely to maintain its present reputation, its 
ethical standards must rise too. If it wishes to improve its rela-
tive prestige and influence, its ethical standards will have to 
advance even more rapidly than those of other groups. 
At the heart of all great professions is a commitment to the 
public good as it may be served by each profession. There are 
two components of this commitment. One is the satisfaction of 
serving society. The other is the practitioner's pride in his craft. 
The doctor, for example, takes satisfaction in the knowledge 
that he is serving humanity, but the great doctor has supreme 
pleasure in the highest exercise of his knowledge and skills. The 
same dual satisfactions are shared by great lawyers and great 
certified public accountants. 
The sense of strengthening society by the performance of a 
socially important function through the exercise of special skills 
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and disciplined judgment is the root of professional ethics. 
It follows that the practitioner must understand the relation-
ship of his work to the social and economic problems of his 
time. Without such understanding, he loses the unique aura of 
professionalism, and degenerates into a highly skilled technician 
who sells his special knowledge for the sole purpose of making 
money. Then he begins to wonder why people treat him like 
any other vendor. 
Social researchers have studied the ethical attitudes of 
lawyers. Broadly, they have found that the most rigorous 
ethical standards are observed in the larger law firms and 
among graduates of the larger and older law schools. Accord-
ing to these studies, isolated, smaller law firms or individual 
practitioners, or the graduates of smaller or less well-known 
law schools are more likely to be involved in shady transactions 
or unethical practices. 
This does not mean, of course, that all "small" lawyers are 
unethical, or that all "large" lawyers are ethical. The studies 
merely established a comparative relationship—a tendency. 
The "unethical" group is actually relatively small in number— 
and emphasis is placed on the descriptive adjective "isolated." 
One interpretation is that the "isolated" lawyer lacks under-
standing of his relationship with the rest of society. His asso-
ciations with other people are limited. He does not read widely. 
His economic and social background may not have encouraged 
a broad view of the world in which he lives and his own place 
in it. He lacks the professional commitment. 
There is no reason to assume that research would reveal simi-
lar patterns in the accounting profession. But it would be useful 
to conduct similar research on the ethical attitudes of CPAs. 
The CPA profession, in view of its peculiarly vulnerable posi-
tion, cannot afford too many public exposures of deviations of 
its members from the straight and narrow path. 
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It has undoubtedly come as a shock to the public, for ex-
ample, to learn that a large company grossly overstated its 
inventory in financial statements bearing a clean opinion of a 
firm of certified public accountants; or to learn that a certified 
public accountant had let his name be associated with financial 
statements submitted to a government agency without even 
looking at the books and underlying records; or that certified 
public accountants were convicted of bribing Internal Revenue 
agents. 
No one can doubt the good intentions of the profession's 
leadership. The Institute's Code of Ethics has been steadily 
lengthened, elaborated, and interpreted through the years. The 
restraints which the organized profession has imposed on itself 
are impressive. But some basic problems remain unsolved, and 
the sooner answers are found the better. 
Auditing Standards and Accounting Principles 
The overriding question which the Code of Ethics tries to 
answer is, will the profession do a good job in the public in-
terest? The most important provisions of the Code, therefore, 
are those which require compliance with technical standards— 
generally accepted accounting principles and auditing standards 
—and independence, integrity and objectivity in the exercise 
of the attest function. 
Not quite so important, but still significant, are other provi-
sions of the Code affecting relations with clients, relations among 
the members of the profession itself, and what may generally 
be termed professional etiquette, or professional behavior. 
Generally accepted auditing standards and procedures have 
been defined in great detail, and further refinements are being 
made continually. For this the profession has received a great 
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deal of credit, particularly among bankers and regulatory agen-
cies of the government. Compliance with auditing standards is 
not yet universal, but is believed to be improving steadily. 
Generally accepted accounting principles are not yet well 
defined. Commendable progress has been made in the past 
twenty-five years in establishing basic concepts, and in narrow-
ing areas of difference and inconsistency in financial reporting. 
However, there is still much work to be done in reducing the 
uncertainties which still exist as to how various types of trans-
actions should be treated in financial statements. The Insti-
tute's Accounting Principles Board, backed by a strong research 
staff, is actively engaged in this work. 
Since generally accepted accounting principles and generally 
accepted auditing procedures have been incorporated by refer-
ence in the Code of Professional Ethics, it is an inescapable 
responsibility of the professional organizations continually to 
refine the meaning of these terms and their application to spe-
cific situations. 
A well-known CPA says: "Many of our ethical problems stem 
from the fact that our accounting principles and auditing stan-
dards are so weak and ineffective that the amount of work and 
thought that is required in completing an engagement is com-
pletely different among auditing firms. The problem is enlarged 
by the lack of enforcement of standards. If our principles and 
standards and our compliance with them were uniform, there 
would be little opportunity for one firm to take away clients of 
another firm. Engagements would move on the ability of indi-
viduals to render service above and beyond audits to their 
clients. As it is today, a good deal of audit work can, and does, 
move on a price basis because there is no enforcement of 
standards." 
The majority would probably agree that this is too harsh an 
indictment. Auditing standards have been well defined, and 
their application has been illustrated in statements on procedure 
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and in case studies. There will always be differences of indi-
vidual professional judgment, for example, as to how much 
testing and sampling is enough. Some firms will be more effi-
cient than others and some will have staff personnel of higher 
caliber than others, which may enable them to do better work 
at less cost. Completely uniform audit procedures resulting in 
uniform fees are impossible, since an audit is not a routine 
process, but always involves judgment and analytical ability. 
Nevertheless, there is a danger in competitive pricing in any 
professional work. If fee competition were prevalent, CPAs 
might be tempted to reduce their audit procedures below ac-
ceptable minimums in order to retain clients or obtain new ones. 
This would throw the entire profession into a descending spiral 
of quality, income, and public confidence. 
For these reasons the Institute, and many state societies, have 
ruled that competitive bidding for professional engagements is 
unprofessional. When audits are required by law or govern-
ment regulations—for example, audits of municipalities or 
school districts—the managers of the entities concerned are 
often primarily interested in compliance with the audit require-
ment at the least possible cost. They may advertise for competi-
tive bids, or shop around quietly to find a CPA who will do the 
work at the lowest price. This has resulted in a good deal of sub-
standard audit work and has shaken confidence in the reliability 
of CPAs. Firm steps should be taken to stamp out substandard 
auditing resulting from price competition among CPAs. 
Rules against competitive bidding, however, should not in-
hibit a client from changing auditors for good reason. When 
engaging a new accounting firm, any businessman is entitled 
to a general idea of the probable fee. The intention of the rules 
is simply to discourage competition on a price basis, which is 
a form of solicitation and tends to downgrade quality of 
service." 
The uncertainty which still prevails with regard to specific 
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applications of "generally accepted accounting principles" also 
has undesirable implications in relation to competition and 
independence. The more latitude there is in the treatment of 
particular transactions in financial statements, the more difficult 
it is for conscientious CPAs to insist that clients follow pro-
cedures which the CPAs believe will result in statements most 
useful to stockholders and credit grantors. 
If there is no authoritative statement of the preferable treat-
ment in given circumstances, a CPA firm which fights for what 
it believes to be right may lose the engagement to another CPA 
firm which finds the client's viewpoint acceptable. 
If incidents of this type were frequent, and became known to 
the financial community, the prestige of the CPA profession as 
a whole would inevitably decline. The ethical foundation of the 
profession's prestige will not be secure until generally accepted 
accounting principles are defined within reasonable tolerances. 
The concept of independence has caused a great deal of 
confusion. From the beginning, independent auditors have rec-
ognized that they would be useless to society unless they were 
fair and objective in their attestations to financial data. The 
literature of the profession was filled with the word "indepen-
dence," which was assumed to embrace the qualities of fairness 
and objectivity. The assumption that auditors must be inde-
pendent was taken for granted. Indeed, the subject was not 
dealt with specifically in the Code of Ethics until some twenty 
years ago, and the actual word "independence" did not appear 
in the Code until 1962. 
It was assumed that independence was a state of mind, a mat-
ter of character, practically synonymous with honesty and in-
Independence 
317 
tegrity. It seemed as unnecessary to state in the formal Code of 
Ethics that an auditor must be independent as to state that he 
must be honest. 
However, with the advent of the Securities and Exchange 
Commission in the early 1930's, questions of form—as well as 
of substance—began to arise. For its own protection and the 
protection of investors, the SEC decided that it could not "con-
sider" an auditor as independent if he had relations with his 
client which might subconsciously impair his objectivity. It was 
held, therefore, that if he were an officer or director of the 
client, or if he had a substantial financial interest in the enter-
prise, he would be considered not independent by the Commis-
sion. 
This decision introduced the element of appearances, in ad-
dition to the element of actuality, into the definition of inde-
pendence. A CPA might actually be as independent as anyone 
could wish, but he would still not be considered independent if 
the circumstances raised serious doubt as to his objectivity. 
This expanded concept of independence has caused some 
confusion because of the somewhat subtle reasoning necessary 
to reconcile the elements of appearance and reality. 
Some academic writers, for example, have pushed the logic 
of "appearances" to its ultimate conclusion, by recommending 
a complete separation of the independent audit function from 
tax practice and management services, on the ground that per-
fect independence requires complete dissociation from the affairs 
of the client.100 
A prominent practitioner also has suggested even more rigid 
standards of independence than those which now apply. "The 
fact that a CPA can participate in other businesses and still 
conduct a practice detracts from our professional stature. The 
information he obtains as a result of reviewing the confidential 
matters of certain clients is in many cases being used to his 
business advantage. CPAs are officers and directors in business 
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corporations—this is a basic conflict of interest which must be 
cleared up." 
A contrary view is taken by an eminent professor of account-
ing, who feels that the concept of the CPA solely as an ex-
aminer, aloof from the productive and creative processes of his 
clients, would limit his usefulness to society.101 This author 
would shift the emphasis from "independence" to competence, 
integrity and thoroughgoing devotion to the client's interests, 
within the framework of law and high ethical standards. 
Logic can lead to absurd conclusions. It has been pointed out, 
for example, that literally complete independence would re-
quire that the auditor not accept a fee from the client. The only 
practicable alternative would be to make him an employee of 
government. 
In a formal opinion, issued in 1963, the Institute's committee 
on professional ethics has done much to clear up the confusion 
surrounding this subject.102 The committee reaffirms the posi-
tion that independence is a state of mind. However, it recog-
nizes that relationships which might create an appearance of 
lack of independence could impair public confidence in the pro-
fession. What kind of relationships? The committee's answer is: 
relationships which in the eyes of a reasonable observer would 
suggest a conflict of interest. For example, if an independent 
auditor had a financial interest in the company he was audit-
ing, or if he served as an officer or director, a reasonable ob-
server would be likely to suspect a conflict of interest. On the 
other hand, a reasonable observer would not be likely to suspect 
a conflict of interest merely because the auditor accepted a fee 
for his services, or because he performed tax work or manage-
ment services for the same client. If special circumstances 
should arise in the conduct of tax work or management services 
which would suggest a conflict of interest, the CPA should be 
wary. 
What all this boils down to is that there should be no mystique 
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in the concept of independence. It means simply being honest, 
fair, and objective—not permitting misrepresentation in data 
with which the CPA's name is associated, and, in addition, not 
getting into a position which to a reasonable outside observer 
would suggest a conflict of interest. This is a simple, reasonable 
standard, which each CPA should be able to apply to himself. 
Once established and agreed upon, this concept of inde-
pendence can be applied—not only to independent audits, but 
to all professional services which a CPA may perform. In other 
words, independence in this broad sense is not a quality with 
which the CPA clothes himself when he acts as independent 
auditor, but takes off when he engages in tax work or manage-
ment services. In all his work he must observe the same stan-
dards of truthfulness and integrity.103 He should not get into 
conflict-of-interest situations, no matter what type of service he 
happens to be rendering at the time. 
Independence in Tax Practice 
The question will arise immediately whether the same stan-
dards of independence which are accepted by CPAs in their 
capacity as auditors can be applied to their activities in tax 
practice. With due consideration for the differences in the na-
ture of responsibilities assumed in the two fields, the answer 
should be in the affirmative. 
One prominent tax practitioner has said, " I believe the ac-
countant's responsibility in tax practice is a moral matter: it is 
to avoid misstatements and to avoid misleading statements or 
presentations which, while technically correct, might obscure 
the position he is actually presenting." 
There is nothing in this statement inconsistent with the com-
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mon-sense concept of independence which the ethics committee 
has enunciated. In an opinion specifically addressed to tax prac-
tice, the ethics committee stated in 1963: "In tax practice a 
member or associate must observe the same standards of truth-
fulness and integrity as he is required to observe in any other 
professional work. This does not mean, however, that a member 
or associate may not resolve doubt in favor of his client as long 
as there is reasonable support for his position." The converse 
of the last clause is that if there is not reasonable support for 
the client's position, the CPA cannot acquiesce in it. This is 
consistent with the broad concept of independence. 
The lengthy arguments about independence versus advocacy 
in tax practice seem to be at cross purposes, involving different 
assumptions as to what the two words mean. To say that a CPA 
in tax practice should be independent does not mean that he 
must be responsive to the desires of government agents to 
collect the maximum amount of tax which could possibly be 
rationalized. It means simply that the CPA must be honest, 
fair and objective, and free from conflicts of interest. 
What is the practical importance of all this effort to clarify 
abstract concepts? Simply that CPAs want the public and the 
government to trust them. They will not be trusted unless they 
observe high standards of ethical conduct. The public could 
hardly comprehend how different standards of ethical conduct 
could be applied to the same individual when he engages in 
different types of work. The very proposition would suggest 
that he was less ethical in one type of work than another. The 
different types of accounting services are actually interrelated. 
They cannot be neatly separated. Basic ethical concepts must 
be applied across the board. If they can't be, there may be 
something wrong with the concepts, and perhaps they should 
be modified. 
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Levels of Aspiration 
There is still much room for interpretation, within the broad 
framework of existing ethical concepts, as to just what is the 
proper behavior of a CPA in specific situations. How high in 
the scale of ethics does the profession wish to aim? 
A CPA firm may consider its position in a certain matter to 
be completely ethical, but the possibility may exist that the 
client will take action which could receive unfavorable pub-
licity. If it is known that the CPA firm was aware of this 
possibility, the public may associate the CPA firm with the 
questionable action, even though it had fully discharged its 
ethical responsibility. 
Questionable Acts of Clients. For example, a questionable 
action on the part of a corporate president might come to the 
attention of the auditors. Should they content themselves with 
expressing their view on the matter to the president himself, 
should they advise the board of directors, or should they refer 
to the situation in their report on the financial statements to 
be sent to stockholders? The answer would, of course, depend 
on the seriousness of the situation, the materiality of the 
amounts involved, and many other circumstances. 
In this type of situation the exercise of what has been called 
"anticipatory hindsight" may be useful. In other words, the 
CPA firm should ask itself what it might wish it had done if 
the circumstances should become a matter of public knowledge 
—and then be guided in its decision accordingly. 
There are as yet no clear guides to the responsibility of an 
independent auditor for disclosure of questionable activities on 
the part of the management of a client company. It is, of 
course, well established that he should disclose any financial 
transactions which might have material bearing on the com-
pany's financial position or results of operations. But if, in the 
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course of his audit, a CPA discovers borrowings or lendings, 
improper classifications of expenses, or any other facts which 
might raise doubt about the moral standards or character of the 
top management—which could have a profound effect on the 
financial future of the company—what should the auditor do? 
The first inclination might be to walk away from the situ-
ation—resign the engagement. Yet if the auditor felt that his 
own position was unassailable so far as legal and ethical respon-
sibilities were concerned, he could reason that the management 
had engaged him and he was bound to observe the confidential 
relationship with his client. He could conclude that his sole 
responsibility was to express an opinion on the financial state-
ments, and that it was not his business to spy on the behavior 
or pry into the personal affairs of the officers of the company. 
On the other hand, the CPA might feel obliged, if the 
situation seemed serious enough, to report the facts to a level 
of authority higher than the level at which the questionable ac-
tivities were conducted. For example, if the president of the 
company was involved, the auditor might tell him that these 
activities must be stopped, or the auditor would be obliged to 
report them to the board of directors. 
If the auditor was elected by the stockholders, the question 
then would arise whether, if the board of directors did not take 
corrective action, the auditor should call attention to the situ-
ation in his report On the financial statements to be sent to 
stockholders. 
These are difficult questions. CPAs are not expected to be 
snoopers or informers. They cannot make subjective judgments 
about the morals of their clients and publish these judgments to 
the entire world. On the other hand, CPAs cannot turn their 
backs on conflict-of-interest situations, or other situations which, 
if allowed to continue, might have an adverse effect on the com-
pany's fortunes. CPAs must always have it in mind that some 
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day public inquiry may be made as to where the auditors were 
while all this was going on. 
In tax practice the situation is somewhat different. A CPA 
is not expected to disclose to the IRS errors or irregularities in 
clients' tax returns. If the client refuses to file a correct or an 
amended return, the CPA should withdraw from the engage-
ment. He cannot violate the confidential relationship by in-
forming the government. 
Contingent Fees. Contingent fees are forbidden in connection 
with any professional accounting services except "cases involv-
ing Federal, state or other taxes, in which the findings are those 
of the tax authority and not those of the accountant." 
The reason for banning contingent fees is to preserve inde-
pendence. A contingent fee which might be substantially larger 
than a normal fee for the work involved could give a CPA, in 
effect, a financial interest in the outcome of an engagement on 
which he was supposed to be reporting objectively. In other 
words, it would give the appearance of a conflict of interest in 
the eyes of a reasonable observer. 
The exception with respect to tax practice is justified on the 
grounds that the Treasury Department permits contingent fees 
provided they are disclosed. The reason for this is the belief that 
some taxpayers may be unable to afford the cost of contesting 
a case unless they can obtain professional assistance on a con-
tingent basis—the fees to be paid only if the taxpayer's claim is 
successful. 
This reasoning is persuasive. However, contingent fees are 
usually arranged on a percentage basis, sometimes a large per-
centage of the amount recovered. This type of arrangement can 
result in excessive fees in some circumstances. If the amounts at 
stake are so large that success would mean a contingent fee 
equivalent to a small fortune, a CPA might be tempted not 
to observe the same standards of truthfulness and integrity as 
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in his regular professional work. In any event, a reasonable ob-
server would suspect a conflict of interest in such a situation. 
If it is accepted that the quality of independence, in the broad 
sense, is essential in all the CPA's professional work, contingent 
fees should be forbidden in tax cases as well as others. There 
is no reason why a CPA cannot serve a client with the under-
standing that if the client loses his cause he cannot afford to 
pay any fee. If in such a case the client is successful, the CPA 
may properly claim a generous fee, including some compensa-
tion for the risk of not being paid at all. But he should never 
have an arrangement which might result in the appearance of a 
conflict of interest. 
Advertising and Solicitation. Advertising and solicitation are 
forbidden in all professions. Professional services cannot be sold 
like merchandise. The public will not accept as a self-disci-
plined profession a group of people who behave like business-
men. Advertising and solicitation would encourage the type of 
competition among members of a profession that would tend 
to drive down the quality of service to lower levels. 
However, an overly rigorous interpretation of these rules 
might prevent CPAs from making themselves known in legiti-
mate ways, and from informing the public of the nature of the 
work the profession does. 
Admittedly, the line is not always easy to draw. Public ad-
vertisement of the attainments or services of an individual or 
firm are obvious violations of the rules. Direct solicitation of a 
professional engagement is clearly forbidden. Even without the 
purchase of advertising space or direct approach to a pros-
pective client, if a CPA inspires public references to the at-
tainments or services of his firm, he is undoubtedly guilty of 
violating the spirit of the rules. 
On the other hand, if he is approached by a writer or a re-
porter, on the latter's initiative, with a request for information 
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believed to be of genuine interest to the public, a CPA should 
not be prevented from responding freely and frankly. The pub-
lic interest in accounting is growing. The public is entitled to 
know what CPAs do and what they think. A writer or reporter, 
however, is not interested in generalizations about the profession 
as a whole. He is interested in specifics—names, dates and 
places. As long as the confidential relationship with clients is 
respected, CPAs should be free to talk about themselves, their 
firms and their work if they are approached in good faith by 
representatives of the press who believe there is genuine news 
in what the CPAs have to say. 
There is, however, one important limitation. Press interviews 
should not be used to advertise indirectly the CPA's firm. It is 
considered improper, therefore, to give reporters such informa-
tion as size of firm, types of service rendered, clients served, lo-
cation of offices, etc.104 
When CPAs write articles or make speeches, there is no 
good reason why they should not identify the firms with which 
they are associated. This is information which the readers or 
listeners would like to have. 
CPAs properly mingle freely with other people in clubs or 
civic organizations. They need not be unresponsive if someone 
asks them about their business, or indicates a desire to discuss 
the possibility of engaging them—always provided that due 
professional courtesy is extended to CPAs who may presently 
be engaged by the individuals concerned. 
In a word, the rule of reason should prevail. In leaning too 
far backwards, CPAs may find their profession cut off from 
public view by their own conservatism. The public should be 
able to learn, if it cares to try, the special qualifications and 
characteristics of various CPA firms in a community. It would 
be a mistake to create the impression that all CPAs are alike, 
and that all a prospective client had to do was shut his eyes and 
point a pencil at any name in the classified directory in order 
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to select a CPA who would be competent to perform all types 
of services. 
Most of the rules and interpretive opinions focus on what is 
not proper. It would be helpful to have official word as to what 
is proper for a CPA to do to inform the community about his 
profession and to make himself known. 
The objective should be to steer a middle course between two 
extremes: on the one hand, an appearance of crass commercial-
ism by aggressive overtures for new business; on the other hand, 
an appearance of abnormal conservatism which discourages 
legitimate inquiries. 
Privileged Communications. The question constantly arises 
whether communications to CPAs should have the privileged 
status which the law accords to communications to lawyers, 
physicians and clergymen. 
The profession has never made up its mind whether it would 
be good or bad to acquire this privileged status for communica-
tions to CPAs, nor whether it is feasible as a matter of law to 
acquire it in any way that would be meaningful. 
Several state CPA laws provide that a CPA may not, without 
the consent of the client, divulge information acquired in a 
confidential relationship with his client. The Internal Revenue 
Service, however, refuses to recognize this state dispensation, 
and the Federal courts generally have upheld the Service. 
Since the privilege is mainly desired in tax work, as a protec-
tion to clients who may be unjustly charged with fraud, or need 
to be protected against fishing expeditions, the statutory conces-
sion at the state level has little value in the Federal jurisdiction. 
Federal legislation would be necessary. 
Recently it has been held in one jurisdiction that an account-
ant employed by a lawyer in a specific matter is covered by the 
lawyer's privilege. Other courts have held to the contrary. 
Many CPAs believe as a matter of principle that privi-
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leged communications would jeopardize the independent status 
of the CPA in his capacity as auditor. If the client was able to 
reveal to the CPA facts which the latter was legally prohibited 
from divulging without the client's consent the CPA might be 
inhibited in giving an objective opinion on the fairness of 
the financial statements. 
The experience of the legal profession with respect to client 
privileges, in relation to the duty of the lawyer as an officer 
of the court to disclose facts which may prevent crimes, could 
be helpful to the accounting profession in formulating ap-
propriate guidelines and standards. 
The American Institute should make a thorough study of 
privileged communication, its advantages, disadvantages, and 
possible limitations. 
Referrals. Referrals among members of the profession should 
be encouraged in order to provide specialized skills not other-
wise available. Some CPAs would like to strengthen the Code 
of Ethics, so as to prevent a specialist called in on a particular 
matter from accepting additional professional engagements 
from the client at the expense of the original firm. CPAs 
generally will be reluctant to call in specialists if they fear that 
the specialists may acquire all the client's accounting work. 
On the other hand, there is a question as to how far the 
profession, by ethical rules, should attempt to interfere with a 
client's free choice. If, for example, a CPA firm is presently 
doing a client's audit and tax work and calls in another CPA 
firm for certain management services, should the client be pre-
vented from asking the latter firm to do all its work if it prefers 
the newer firm to the old one? There is something to be said on 
both sides. Perhaps individual agreements among CPA firms 
themselves would be more satisfactory than ethical rules in 
dealing with such situations. 
At present the Code provides that a member called in by 
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another member for a special engagement shall not discuss or 
agree to extension of his services without first consulting the 
referring member. 
Partnerships With Non-CPAs. The rules now say that a mem-
ber of the Institute shall not permit participation in the fees and 
profits of his professional work by the "laity." The term "laity," 
under pending amendments to the Code, would include all non-
accountants. However, it would still not be a violation for a 
CPA to be in partnership with a noncertified accountant, even 
an unlicensed public accountant. But in states where regulatory 
legislation does not exist, anyone may assume the title "public 
accountant," including a layman! 
Eventually, it may be desirable to forbid partnerships of 
certified public accountants with anyone except other certified 
public accountants, or professionally qualified accountants in 
other countries. 
The answers to all these and other hard questions will be 
conditioned partly by the level of prestige to which the profes-
sion aspires. If it aspires to the highest possible level of public 
confidence and respect, it must measure up to the highest pos-
sible ethical standards. This involves facing some unpleasant 
tasks, accepting the risk of losing some clients, and submitting 
to restraints on individual freedom of action. 
The profession should continually furnish guidance to its 
members as to proper conduct in situations of the type dis-
cussed above. 
No amount of guidance, however—no amount of rules, opin-
ions and interpretations—will do the job unless CPAs are 
motivated to observe the highest standards. It would be better 
to set lower standards and live by them than to profess ideal 
standards and observe them in the breach. 
329 
Compliance and Enforcement 
Clarification of ethical concepts and interpretation of the 
rules are important. But more urgent is the problem of com-
pliance and enforcement of the rules which already exist. No 
doubt, it is better to have a code of ethics which is not enforced 
than to have no code at all. Moral suasion and precept have a 
good deal of influence. All but a few members of the profession 
will voluntarily observe the highest standards to the best of 
their ability. But, unhappily, the failure of even a few to comply 
with the standards can discredit the entire profession and shake 
public confidence dangerously. 
Compliance can be increased by education and by discipline. 
Of the two, education is probably the more effective in the 
long run. Nevertheless, discipline is essential in dealing with 
ignorant, careless or wilful violators. 
Education should include continuous efforts to inform mem-
bers of the profession of the meaning of the rules, the reasons 
for them, and how they should be applied in specific circum-
stances. Though progress has been made in this direction in re-
cent years, much remains to be done. 
Is a Uniform Code Possible? There is still too much diversity 
in the ethical rules of the various professional bodies. The Insti-
tute's committee on professional ethics in 1962 codified the rules 
in a logical arrangement. The state societies have been requested 
to adopt identical codes. Many have done so, with some devi-
ations here and there. Analysis shows an over-all "percentage of 
uniformity" well in excess of 50 per cent. 
However, many of the state societies have rules differing in 
one respect or another from those of the Institute. Many state 
boards of accountancy have adopted codes, rules or regulations 
which sometimes, partly because of statutory provisions, deviate 
from those of the Institute and the state societies. As a conse-
quence, it is permissible to follow a certain course of action in 
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one state, but an ethical violation to do the same thing in 
another. Members of the Institute are subject to some inhibi-
tions from which nonmembers are free. Penalties for violation of 
identical rules may vary from state to state. 
Uniformity in the basic codes among all the enforcement 
agencies in the profession should be a primary objective. 
Certain government agencies, such as the SEC, the Treas-
ury Department, and many other Federal and state agencies 
have their own special rules governing the conduct of CPAs 
who practice before them, which differ in various ways from 
the rules of the professional societies. To the extent possible, 
it should be an objective of the CPA profession to reconcile 
the rules of these agencies, in substance if not in form, with 
the profession's own Code of Ethics. While some differences 
may be unavoidable, unnecessary diversity serves only to com-
plicate the profession's enforcement problems. 
The Form of the Rules. A basic question which has never 
been adequately considered is whether the Code of Ethics is 
stated in the most effective terms. The rules have evolved in a 
haphazard manner, as one incident or another has indicated the 
desirability of a new rule or a modification of an old one. From 
the beginning, the rules have been stated in "thou shalt not" 
terms. Some rules are very brief: they state broad principles. 
Others attempt to define in detail exactly what is prohibited or 
required. This approach may encourage observance of the let-
ter, rather than the spirit of the Code. A precise definition of 
what is prohibited may suggest that anything on the other side 
of the line is permissible. This may invite adventurous types to 
get as close to the edge as possible without danger. 
Students of behavioral science have proved to their own satis-
faction that ethical standards expressed in negative terms are in-
efficient. It is far more effective, they say, to state in affirmative 
terms what is expected of members of the profession, rather than 
to list only the things they will be punished for doing. A series 
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of statements of what it is bad to do throws no particular light 
on what it is good to do. If it is assumed that there are basic 
responsibilities which CPAs accept as the foundation of proper 
professional behavior, it would be useful to formulate them in 
affirmative terms. 
A restatement of the Code of Ethics in terms indicating what 
should be done, rather than what should not be done, would be 
a more effective educational instrument within the profession 
itself, and a more effective means of communicating to the pub-
lic what the profession stands for. 
But no matter how the Code is stated, there is need for con-
tinuous interpretation and modification as conditions change. 
Specific rulings of ethics committees in particular cases, and 
decisions of trial boards on alleged violations, should be widely 
disseminated for the information of the profession. 
Colleges and universities should include discussion of ethical 
concepts in their courses on auditing, accounting, and financial 
reporting. A general reference book on the ethics of the CPA 
profession should be kept up to date, with publication of new 
editions from time to time, so that practitioners and students 
will have access to the best current thought on the subject. 
Practice Review. The Institute's recent creation of a practice 
review committee provides a new medium of communication in 
the educational process. Without invoking the disciplinary au-
thority, this committee undertakes to inform CPAs of deviations 
from accepted standards which appear in financial statements 
on which they have expressed opinions. No outsiders are in-
formed of the committee's views, which are solely for the in-
formation of the CPA concerned. A number of CPAs have ex-
pressed appreciation of the committee's assistance in pointing 
out errors of which they themselves were unaware. 
One prominent CPA suggests that this type of effort should 
be extended. He proposes that every firm represented in the 
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Institute should be required periodically to submit its working 
papers, audit programs and other procedures for review by 
authorized representatives of the profession. He cites as a 
parallel the "tissue committees" in the hospitals, which examine 
the results of surgery as a means of discouraging unnecessary 
or inefficient operations. Legal objections to outside review of 
working papers might be overcome by obtaining consents from 
clients to have the papers examined by authorized committees 
of the profession. 
There are many difficulties involved in this suggestion, but 
it deserves serious consideration. It might be started on an ex-
perimental, voluntary basis. Firms which voluntarily submitted 
to such reviews might have their names published in a special 
list of those approved by the accrediting committee. 
There may be need for yet another educational mechanism 
to answer questions from users of CPAs' reports—bankers, gov-
ernment agencies and the like—as to what is the best practice, 
as contrasted with unethical conduct. Ethics committees and 
state boards are not in a position to express opinions on the 
quality of practice—they can only say that the Code of Ethics 
has or has not been violated. Practice review committees can 
deal with questions of quality, but they are pledged to com-
municate only with the CPA concerned. 
How can clients and other users of financial data ascertain 
whether they are getting the benefit of the highest quality pro-
fessional accounting service or not? 
Difficult and delicate questions would obviously be involved 
in attempting to answer such questions, but it may be desirable 
at least to consider the possibilities of providing this kind of 
information. 
Enforcement Problems. The best educational efforts, however, 
will not be sufficient without effective enforcement machinery. 
There are wilful violators, and there are other members of the 
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profession who ignore educational materials. To preserve its 
reputation the profession must show the public that it can 
discipline members who do not observe the standards. 
There has been a significant increase in the disciplinary ac-
tivities of the Institute, state societies and state boards in the 
past ten or twenty years. The Institute has increased the size of 
its ethics committee. It has also decentralized Trial Board pro-
ceedings so that trials can be held by panels, or "sub-boards," 
which can meet at any time in any part of the country. Pre-
viously all trials had to be conducted before the full board of 
twenty-one members. 
In spite of these improvements, the process is still slow and 
cumbersome. A person charged with a violation of the Code 
has a right to a hearing. To him, as an individual, the decision is 
of vital importance. Evidence must be presented which supports 
the charges. The Trial Board must weigh the facts judicially. 
The procedure must be orderly; the documentation complete 
and accurate. All this requires an enormous amount of assist-
ance from legal counsel and the Institute's staff, and an enor-
mous amount of time and effort on the part of members of the 
Trial Board, who serve without compensation. 
Prior to determination of whether or not a trial is called for, 
the volunteer members of the ethics committee must study and 
discuss the complaint and the supporting evidence. 
The costs involved in dealing with a single case are great. 
If the numbers of cases continue to increase at the present rate, 
the costs to the Institute and to the volunteer committee and 
board members may become prohibitive. 
The end results of a typical year's activities of the Institute's 
ethics committee, Trial Board and staff may be a dozen actual 
trials, consideration of sixty complaints (most of which will be 
disposed of without trial), issuance of two or three formal 
opinions by the ethics committee, and the answering of about 
a thousand inquiries as to the proper course of action in various 
circumstances. 
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As the membership of the Institute grows, the volume of 
ethical inquiries and complaints may be expected to grow 
commensurately. The present organization and procedures may 
not be able to cope with them. 
Many complaints involve questions other than the basic con-
cepts of competence and independence. Complaints about ad-
vertising, soliciting, and competitive bidding, for example, dis-
tract attention from the far more demanding and time-consum-
ing cases involving deviations from accepted auditing standards 
or accounting principles, or lack of independence. 
But in the most serious cases, involving the most damaging 
publicity, the difficulty of obtaining evidence is extreme. A 
member who is charged with serious violations may refuse to 
answer questions of the ethics committee, on advice of counsel 
in view of actual or threatened litigation. The Institute has no 
independent means of acquiring evidence. It cannot subpoena 
the working papers of a member. Yet without evidence the 
committee cannot act. 
Members who have been the object of adverse publicity in 
the public press as the result of alleged gross negligence or even 
criminal acts, have continued to remain members of the Insti-
tute in good standing for years, until all litigation has been 
completed and they have been adjudged guilty by the courts. 
At that point, with evidence provided by the public record 
available, the Institute's ethics committee may swing into ac-
tion. Five years or more after the initial offence, a member al-
ready held guilty by the courts, or disbarred from practice be-
fore the Treasury Department or the SEC, may be summoned 
to appear before the Trial Board. 
In 1964 the membership of the Institute rejected a proposed 
by-law permitting suspension of a member without prejudice 
if he were indicted for a crime or misdemeanor involving moral 
turpitude. If acquitted, he would have been restored to mem-
bership in good standing; if convicted, he could have been ex-
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pelled permanently. The members who voted against this pro-
posal were evidently influenced by the traditional principle that 
a man is innocent until proved guilty. Their vote, however, has 
left the Institute with no means of prompt action against mem-
bers who seriously tarnish the profession's good name. 
It has been proposed also that members who refuse to re-
spond to requests for information by the ethics committee, re-
lated to alleged violations of the Institute's rules, be charged 
with conduct discreditable to the profession and be subjected 
to suspension or expulsion on that ground alone. The Fifth 
Amendment is an appropriate protection of civil rights, but it 
may not be an appropriate barrier to investigation of a mem-
ber's conduct by a professional society. 
Decentralization. One solution to the Institute's problem of 
handling an increasing volume of complaints would be to ar-
range a division of labor with the state societies. But only the 
larger state societies are well equipped to deal with ethical 
violations. Few societies have adequate staffs and funds for re-
tention of legal counsel. In smaller state societies it is extremely 
difficult for volunteer committees to do all the work necessary 
to investigate, accumulate evidence, hold trials, and inflict 
punishment on members who may be their own neighbors and 
friends. 
A division of labor is also impeded by the fact that state 
societies and the Institute are legally separate bodies. Each 
contains members who are not members of the other. The ques-
tion has arisen whether the Institute can properly transmit to 
another organization information about unethical behavior of 
a member, or whether a state society can transmit similar in-
formation to the Institute. With the advice of counsel, methods 
of exchanging information have been worked out in some 
instances, but in other cases state laws have raised impediments. 
As a consequence, situations have occurred in which a CPA 
has been tried for the same offence by three different bodies: 
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the Institute, a state society and a state board of accountancy. 
Sometimes they have disagreed as to his guilt or innocence, 
and sometimes as to the nature of the punishment, either be-
cause the wording of the applicable rules or by-laws was dif-
ferent or because those who made the judgment differed on 
matters of substance. 
In 1964 the membership of the Institute also rejected a pro-
posal for voluntary concurrent membership in the Institute and 
state societies. If this proposal had been adopted, and if most 
state societies had eventually implemented it, the result would 
have been, ultimately, identical membership in the national and 
state organizations. This would have made it possible to delegate 
disciplinary action to state societies with Institute advice and 
support, and the development of uniform disciplinary proce-
dures would thereby have been greatly facilitated. As it is, ex-
tension of voluntary cooperation in this area should be at-
tempted. 
Role of State Boards. Even after the Institute or a state 
society has expelled an erring member for misconduct, he can 
go right on practicing as a certified public accountant, unless 
and until the state board of accountancy revokes his CPA cer-
tificate. In the thirty-six regulatory jurisdictions, revocation of 
a CPA certificate is equivalent to revocation of the license to 
practice as a public accountant. But in the remaining seventeen 
permissive jurisdictions practice as a public accountant is not 
regulated. In these states there is nothing to prevent a man 
whose CPA certificate has been revoked for unprofessional con-
duct from continuing his practice as a "public accountant." 
The accounting profession has been compared unfavorably 
with the legal and medical professions for this reason. Dis-
barment of a lawyer, or revocation of a doctor's license to prac-
tice medicine, puts the offender out of business. This has a 
strong deterrent effect on members of those professions who may 
be tempted to wrongdoing. The medical societies also possess 
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another intermediate sanction—denial of hospital privileges— 
which would make any physician think twice before he took 
the risk of being expelled from his society, let alone the risk of 
having his license revoked. 
The deterrent effect of possible expulsion from the Institute 
or a state society should not be minimized. Nobody likes to be 
condemned by his fellows. It is no light thing to face a trial 
before one's peers. The vast majority of CPAs would make al-
most any sacrifice to avoid getting into trouble with their pro-
fessional societies. But there is a small minority in every pro-
fession who may not be able to resist temptation, even at the 
risk of humiliation, so long as they know that they are not likely 
to be put out of business in any event. 
Some of the state boards of accountancy are vigorously en-
forcing their ethical rules. The Minnesota and Texas Boards 
recently acted promptly and decisively in cases which had been 
the subject of wide and unfavorable publicity. In a few states 
accountancy boards or comparable licensing authorities have 
employed paid staffs to investigate charges of unprofessional 
conduct and to assist in the disposition of such cases. 
But for the most part the state boards are ill-equipped to en-
force codes of ethics. In some states they lack statutory authority 
to do so, since the laws provide only in general terms that CPA 
certificates may be suspended or revoked for crimes, misde-
meanors, wilful false statements or other extreme misconduct. 
In other states, where the laws permit the boards to promulgate 
rules of professional conduct, the authority has been exercised 
cautiously and rules have been issued covering only major 
offenses. 
The greatest difficulty, however, is in the lack of funds avail-
able to most state boards of accountancy for investigation and 
enforcement purposes. Members of the board usually serve 
without compensation and with little or no staff assistance. 
Normally the only funds available to them are the examination 
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fees of candidates, most of which have to be spent in admini-
stration of the CPA examination. Frequently the law makes 
available to the state board the services of the state attorney 
general. Since his office is generally as busy as the board mem-
bers themselves, the result is often a natural reluctance to get 
involved in disciplinary activities. 
Some state boards have actually resisted efforts of the state 
society to get action on charges of unethical conduct. 
The overall situation, so far as enforcement goes, is not one 
in which the profession can take great pride. The Institute is 
spending an increasing amount of money each year to deal 
with a steadily larger volume of complaints. In dealing with the 
most serious charges, it is greatly impeded by an inability to ob-
tain evidence or to compel testimony. After long delays it is 
often able to act only after a case has already been disposed of 
by public authorities. At the best, it can take conclusive disci-
plinary action in perhaps not more than twenty-five cases a year. 
Even after the Institute has taken action, former members who 
have been suspended or expelled may go right on practicing as 
certified public accountants. 
Many of the larger state societies are making heroic efforts 
to discipline their own memberships, but with even smaller 
budgets than the Institute's they can deal with even fewer cases, 
and they are subject to the same disabilities. 
Except in a few larger states, the accountancy boards, or 
comparable licensing authorities, show little or no initiative in 
enforcing compliance with ethical standards. In some states a 
CPA certificate has never been revoked or suspended since the 
CPA laws were enacted. On the average probably not more than 
a dozen CPA certificates are revoked or suspended in the entire 
United States in a given year. 
In even fewer cases are noncertified public accountants sub-
ject to vigorous supervision. 
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Experience of the Legal Profession. Perhaps there is a lesson 
to be learned from the experience of the legal profession. Law-
yers, of course, have one advantage, in that state courts act as a 
disciplinary agency for members of the bar. But the bar asso-
ciations themselves take the responsibility for investigating and 
screening procedures, and for the filing of complaints. 
The American Bar Association confines its activity in the 
field of ethics, generally, to the development of ethical con-
cepts, their expression in terms of Canons of Ethics, and their 
interpretation in formal opinions of the Ethics Committee. 
While not all state or local bar associations agree fully with 
the Canons of the American Bar Association, or with their 
interpretation by the ABA Committee, there is substantial uni-
formity throughout the country, in the achievement of which 
the American Bar Association has no doubt had considerable 
influence. 
The standard work on Legal Ethics by Henry S. Drinker 
brings together the concepts of legal ethics derived from the 
canons, rulings and interpretations of all the bar associations, 
national and local. It also provides explanations of the theories 
underlying the canons in discussions of specific questions. 
Enforcement is decentralized to the local level, through 
state, county and city bar associations. 
One large city bar association, for example, maintains a 
professional ethics committee of about twenty lawyers. Most of 
its work is to respond to requests for advice by the members of 
the association. The committee members share the duty of an-
swering such inquiries, and clear their replies with other mem-
bers of the committee at monthly meetings, or sooner if neces-
sary. In urgent cases, subcommittees can act by mutual con-
sultation at short notice. The committee has at its disposal a 
vast body of precedents developed over the years, codified in 
Drinker's Legal Ethics, and in addition the committee's own 
files of publications and reports containing current interpreta-
tions of the canons. 
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There is a separate committee, called the grievance commit-
tee, which handles complaints. This committee also includes 
about twenty lawyers who divide the work. It operates through 
panels of about five members, of which three make a quorum. 
These panels meet on a specific day every week to hear the 
complaints brought that day. The complaints come first to a 
paid staff, which consists of several lawyers and secretarial as-
sistants, who spend their full time on disciplinary activities. The 
staff keeps a card file of all complaints. Staff members investi-
gate the details of complaints. 
Some complaints are settled without trial because they in-
volve only minor questions. Many complaints are brought by 
disgruntled clients who may be unfair to their lawyers. How-
ever, where a particular lawyer has a bad record in the file, or 
there appears to be a serious infraction, the case goes to a panel 
of the grievance committee and is presented by one of the staff 
lawyers. The respondent is required to be present. He can de-
fend himself, or can be represented by counsel. The panel of the 
grievance committee may hear several cases in a day, or it 
may devote successive hearings over a period of weeks to the 
same case, if it is important enough. 
The function of the panel is analogous to that of a grand 
jury. The panel submits findings and recommendations to the 
executive committee of the association, if the panel believes that 
the case should be sent to the courts. Of course, if the respon-
dent is to be exonerated, the case goes no further. The panel 
may decide that the case should not go to the courts, but may 
issue a censure or a warning to the respondent which will close 
the case for the time being. But if the panel recommends that 
the case should be sent to the courts, it will set forth its reasons 
in the recommendation to the executive committee. Normally 
the panel's recommendation to prosecute is followed. 
Before the court, the prosecutor is the district attorney. The 
court may censure or suspend or disbar the lawyer under 
charges. As a practical matter, if disbarment is ordered, the per-
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son involved can never practice law again; such decisions are 
rarely reversed. 
This procedure is laborious and expensive. It makes heavy 
demands on the time of volunteer members of the ethics and 
grievance committees, and it requires a substantial budget to 
support a full-time staff. But the procedure is effective. It does 
provide the public with assurance that the legal profession it-
self is protecting the public interest against unethical conduct 
by lawyers. The legal profession has taken the initiative in 
developing this machinery. It was not the result of outside pres-
sure, but was brought about by the recognition of members of 
the bar that their claim to professional status and public con-
fidence required effective self-discipline. 
No professional CPA society, not even the Institute, has as 
complete or as effective educational and disciplinary machinery 
as this single city bar association. The Institute is gradually 
approximating it. Most of the time of two staff men and a 
secretary is devoted to the work of the committee on profes-
sional ethics. The committee acts in the capacity of creator of 
the rules, interpreter of the rules, and a grievance committee. A 
great deal of the time of outside legal counsel is used in con-
sideration of ethical questions, investigation of complaints and 
presentations to the Trial Board. But there is a real question 
whether a national organization can effectively cope with the 
enforcement problems of a rapidly growing profession. Geog-
raphy alone is a formidable obstacle. 
Conclusion 
There were approximately 90,000 certified public account-
ants in the United States in 1964, about 51,000 of them mem-
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bers of the Institute, and some 57,000 members of the state 
societies. 
At the present rate of growth there are likely to be 120,000 
CPAs in the United States by 1970. The Institute may have 
70,000 members. It does not seem logical to assume that a na-
tional organization, from a central headquarters, can exercise 
effective disciplinary control over that many people scattered 
over so wide a geographical area as the United States. 
The most effective sanctions against unethical conduct are 
suspension or revocation of CPA certificates and licenses to 
practice. State boards of accountancy, or corresponding licens-
ing authorities, therefore, should be the principal centers of 
disciplinary activity. They should act as the courts do in the 
disciplinary procedures of the bar. 
The state societies should act as the local bar associations do; 
receiving complaints, investigating them, holding preliminary 
hearings, censuring or warning respondents whose offenses are 
not so serious as to demand trial, and submitting to the state 
boards of accountancy recommendations for revocation of cer-
tificates and licenses in cases which seem to warrant this step. 
State boards should sit as judges with the state attorney 
general's office as prosecutor. 
The Institute's role then might be confined to that of origi-
nator, educator and coordinator. The ethics committee should 
continually study the Code of Ethics and recommend to Coun-
cil, which represents all the states, new rules or amendments 
indicated by changing conditions. The committee should also 
issue formal opinions interpreting the rules. It would respond 
to requests from state society committees for advice on difficult 
questions. It would refer to state society committees alleged in-
fractions which came to the Institute's attention through chan-
nels not available to the state society. 
The Institute would publicize opinions, decisions and inter-
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pretations on ethical questions. It would keep the universities 
informed of changes in ethical standards. It would keep up to 
date a standard reference work on professional ethics which 
would be provided as a body of precedent to state society com-
mittees, state boards, members, universities, government agen-
cies, banks, and others interested. 
The Institute's by-laws should be amended so that it could 
automatically drop from membership anyone suspended or ex-
pelled from a state society. It is already empowered to drop 
anyone whose certificate has been suspended or revoked by a 
state board. 
Ordinarily, the Institute would not investigate specific cases 
or conduct trials de novo, though it would probably have to 
hear appeals from state society decisions before expelling the 
members concerned from the Institute. If state societies failed 
to act in some cases, the Institute should have power to take the 
initiative. Perhaps, in a relatively few cases involving infrac-
tions of the rules of Federal government agencies, or involving 
multi-office firms where partners in more than one state were 
concerned, the Institute might investigate and conduct pre-
liminary hearings, and then make its recommendations to the 
state societies concerned, which in turn could bring them be-
fore the state boards. 
To be effective, decentralization of the disciplinary function 
would require paid investigators, preferably lawyers, on the 
staff of each state society. In the beginning, perhaps smaller 
societies could avail themselves of a regional office. A larger 
part of the state societies' budgets than at present would have to 
be allocated to the disciplinary function. Perhaps the Institute 
could give financial assistance to the smaller societies, in order 
to assure adequate performance throughout the country. 
Regional or national conferences of Institute and state so-
ciety ethics committees, state boards of accountancy, and the 
paid staffs involved in ethical activities, should be held period-
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ically for discussion of common problems and reports of ac-
complishments. The Institute should keep statistics of the ac-
tivities of each state, and publish reports annually on the num-
ber of cases handled, their nature, and the results. 
Reports of disciplinary action in cases where there was a 
public interest involved should be released to the press. 
The public—particularly bankers and businessmen—should 
be encouraged to bring their complaints and questions to state 
societies or the Institute. They should be assured of confidential 
treatment and protection against embarrassment if they sub-
mitted evidence of violations of the Code of Ethics on the part 
of any CPA. 
But, in the end, the initiative and the responsibility rest pri-
marily on the profession itself. Nothing is more important, not 
even educational and technical standards, than the maintenance 
of public confidence through assurance that the profession will 
not permit the public to be exploited by less conscientious CPA 
members. 
On the whole, the record of the profession in the ethical area 
is excellent. At the moment it enjoys a good reputation. But 
there are clouds in the sky. It seems clear that the present ma-
chinery for disciplinary action is inadequate for the future. 
Failure to improve it may incur the risks of government inter-
vention or curtailment of the future opportunities of CPAs. No 
time should be lost in a complete reappraisal and reorganiza-
tion on a nation-wide scale of procedures through which the 
organized profession can deal with its ethical problems. 
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CHAPTER 1 5 
Research 
T H E knowledge that makes industrial civilization 
possible comes from research. The substantive materials that 
form the basis of education are derived from research. The ap-
plication of the physical and social sciences to industry, na-
tional defense, the conduct of the entire society, depends on 
information provided by research. The principles and tech-
niques involved in the practice of all professions are the result 
of research of one kind or another. 
This is the age of research. Billions of dollars are spent an-
nually in the United States on research projects of infinite va-
riety by government, industry, foundations, universities, trade 
and professional associations, business and professional firms, 
and individuals. The whole country is research-minded. 
The present research activities of the accounting profession 
seem inadequate to meet the needs of the future. The resources 
devoted to research are pitifully small. The methods by which 
the research is conducted may not be the most efficient. Ex-
cept in the area of accounting principles what research is being 
done is uncoordinated and fragmentary. 
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David Sarnoff, chairman of the Radio Corporation of Amer-
ica, has said that more new knowledge will be developed in 
the next thirty-five years than in the preceding thousands of 
years since the dawn of civilization. Without conscious effort, 
the accounting profession may not share in this exciting ex-
perience. But if it does not, it may lose to others large parts of 
the fields of practice to which it now properly aspires. 
A vastly expanded research effort seems essential if the 
progress of the profession is to continue unabated. 
What Is Research? 
The word research covers a lot of territory. Any studious in-
quiry, any systematic investigation of any subject, narrow or 
broad, any purposeful experimentation, comes under the head-
ing of research. 
It involves not only the discovery of what was previously un-
known, but also the accumulation, arrangement and analysis of 
what is already known. It deals with ideas and opinions as well 
as facts. It embraces assumptions, speculation, and conclusions. 
The organization and articulation of the results of previous re-
search also is in itself useful research, though scornful scholars 
refer to it as a form of "bookkeeping." 
A distinction is often made between "pure" and "applied" 
research—the one intended to increase the store of human 
knowledge for its own sake, and the other directed to a specific 
objective. This distinction may be more valid in the physical 
sciences, where experimentation may produce results which 
could not have been foreseen, than in the social sciences—to 
which accounting probably belongs—where research is usually 
designed to answer predetermined questions. 
In any event, whether accounting research of various types 
is pure or applied is not of much importance. It is difficult to 
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conceive of any sound and competent research in this field 
which would not be useful. Of course, like other human activi-
ties, research can be good or bad, basic or superficial, profes-
sionally competent or amateurish. It is not difficult to spend 
large sums of money on research which may turn out to be of 
little value. Planning and control are as necessary in research 
programs as in other economically oriented projects. First it 
should be decided what the research is intended to reveal; then 
who is most competent to do it; then how it can be financed; 
and, last, what will be done with the results. 
What Do CPAs Need to Know? 
There are fundamental questions to which clear answers are 
needed if the profession's progress is to continue unimpeded. 
For example, what is the mission of CPAs in society; what is 
the true nature and proper scope of their art; what are the 
basic principles underlying the financial statements on which 
they express opinions; how well are they communicating with 
those who use their opinions and reports; what do their clients 
think of them; what new techniques will be needed to adapt to 
changing times—for example, the transfer of information sys-
tems to computers? There are no authoritative answers to 
these and many other important questions, yet most of them 
would yield in time to competent research. 
It is not surprising, or necessarily discouraging, that these 
gaps in the profession's knowledge exist. The CPA profession 
in the United States is only seventy-seven years old. As a prac-
tical matter, it has been an effective, organized group for less 
than fifty years. It has had its hands full in organizing itself, 
developing basic standards of practice, and meeting the day-
to-day needs of the public for the services which CPAs are bet-
ter equipped than others to render. 
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All professions have gone through the same cycles. They 
develop first in response to a social or economic need which re-
quires a certain type of knowledge or skill. In ancient Greece a 
person accused of crime was tried before an assembly of hun-
dreds of citizens. It was difficult for most individuals to pre-
sent their defenses adequately. Many would employ a logo-
graphos (speechwriter) to prepare their defense. He was the 
forerunner of the trial lawyer.105 
Not many hundreds of years ago the barber and the surgeon 
were one. He trimmed or shaved beards (barbes) and bled 
his ailing clients. The barber's pole represents a white bandage 
around a bloody limb. 
After a time, however, public pressure requires organization 
and identified competence, standards and self-discipline on the 
part of those who render services vitally affecting the public 
welfare. Thus a profession emerges. It becomes conscious of it-
self as a group, jealous of its reputation, aware of the need to 
measure up to public expectations. It then recognizes the need 
for research as a means of improving its knowledge and its 
performance. 
Or, to be more accurate, its leaders recognize this need. The 
rank and file of all professions show little interest in research 
and innovation. They are busy with the day's tasks, using what-
ever techniques they know, which seem to work satisfactorily so 
far as they are aware. The average practitioner, making a living 
with yesterday's knowledge, rarely understands that he may be 
made obsolete by tomorrow's discoveries. 
But there is always a minority which cares about the future, 
and sees the need for continued innovation. If the organized 
profession will encourage these members, and provide an instru-
mentality for the release of their creative energies, they will 
see to it that needed research is done. The rank and file may 
never read the detailed research reports, but the findings will 
be translated into rules of thumb or simple formulas which all 
practitioners can readily add to their kit of tools. 
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Mathematicians have discovered that a new and esoteric 
concept, which could be developed only by a mature and gifted 
researcher, with enormous capacity for imagination and ab-
straction, could be grasped by a third grader once it was put 
in the form of a simple generalization. It takes great gifts to 
develop a new concept, but not very great gifts to use it once 
the concept is described. 
This is the answer to the practical CPA who asks, "Why is 
all this money being spent on all that cloud-nine stuff?" 
The informed public knows that every profession which 
amounts to anything is relating itself to fundamental disciplines, 
and putting an intellectual base under its functions—getting 
away from purely practical, trial-and-error approaches to its 
problems, and searching for underlying concepts as a basis for 
renewal, innovation and improvement of its service to the 
public. 
By this standard are CPAs likely to be regarded as a profes-
sion that amounts to something? 
There are so many kinds of research, and so many fascinating 
subjects of possible inquiry in each category, that the formula-
tion of a long-range research program will not be an easy task. 
There are four major categories: (1) fundamental research 
designed to provide the profession's intellectual foundation; (2) 
research on the profession's techniques; (3) research on the 
profession itself, its personnel, motivation, goals, opportunities, 
etc.; and (4) research in closely related disciplines, which might 
reveal desirable innovation in accounting. 
At the outset, it is important to repeat that accounting, like 
medicine, rests to a considerable extent on basic disciplines out-
side itself. Accounting measures and communicates financial 
and economic data. The substance of what it measures and 
communicates is derived from economics, finance, law, be-
havioral science, and the newer disciplines of management sci-
ence, organization and information theory. Accounting has 
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adapted parts of these areas of knowledge to its own needs. It 
has also developed its own techniques (double-entry, auditing, 
cost accounting, for example). It borrows from statistics and 
mathematics, and even from engineering, in the solution of 
some of its problems. 
Fundamental Research 
Fundamental research in accounting should be designed to 
clarify the uses of accounting, as a function of measurement and 
communication, in attaining the objectives of the whole society. 
For example, the trend toward ever larger and more intri-
cately organized economic units is a social phenomenon of 
great importance. No one has yet adequately described the 
range, variety, and interlocking characteristics of modern or-
ganizations. Divisions, subsidiaries, affiliates, joint ventures, in-
ternational consortiums and contractual and licensing arrange-
ments permit the development of vast networks of economic 
activity of bewildering complexity. The problems of measure-
ment, communication, control and accountability assume di-
mensions so much greater than those of the past that new tech-
niques are necessary to cope with them. If accounting is to do 
its part, accountants must understand the evolving theories of 
organization, information, and communication. 
Another way of describing this broad area of fundamental 
research is to say that it demands study and inquiry designed to 
formulate the objectives of accounting in business organizations, 
in government, in the entire social, legal, and political frame-
work of the country. In turn, this requires research on the 
values and objectives of the society, and those of its several seg-
ments with which accounting is concerned. What kinds of prob-
lems should accountants be concerned with; how should they 
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go about solving them; what are the objectives of accountants? 
If research indicates that practice falls short of the objectives, 
then critical comment can point the way to remedies. 
For example, it is not enough to say that the objective of the 
attest function is to lend credibility to financial statements. The 
declaration is true, but insufficient. Basically the audit is a part 
of the process of measurement of resources and of management 
performance. But thorough, continuous research in depth is 
necessary to establish all the objectives, to describe and illus-
trate them, and to suggest means of implementation. 
The environment will change, and the objectives and inter-
relationships of accounting will change with it. Continuous 
review and reappraisal of the objectives, leading to research 
in new areas, will be essential. 
For example, a behavioral scientist, looking at accounting 
from the outside, suggests the following as appropriate areas of 
research for CPAs: 
1. The changing social structure, and changes in group and 
individual values, as they may bear on the desires of various 
interests for financial and economic data. 
2. Changes in the ways of conducting business and other 
economic activities. 
3. Changes in objectives, functions and organizational struc-
ture of business. 
4. Communication networks, and the effectiveness of com-
munications from the management viewpoint. 
5. Redundancy in communications, particularly as it relates 
to the communication of financial and economic (accounting) 
data, internally and in external reports. 
6. Effectiveness of various methods of transmitting informa-
tion and ideas, including problems of semantics. 
These topics are, of course, interrelated. Generally, they 
cover consideration in depth of what the prevalent value system 
requires of accounting (objectives), how the transmission of 
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accounting data can best be adapted to business procedures 
and organization structures, and how the data can be com-
municated effectively to those for whom it is intended. For ex-
ample, people who use accounting data should have some 
understanding of the nature and validity of the data, the man-
ner in which it was gathered, the assumptions on which it is 
based, and the tolerances within which variations from absolute 
accuracy are permitted. 
These are examples, by no means an exhaustive list, of areas 
of fundamental research which might open up exciting possi-
bilities for improvement or innovation in accounting. 
Technical Research 
Accounting Principles. For twenty-five years the research ac-
tivities of the accounting profession, practitioners and academi-
cians, have been focused on the search for accounting principles 
underlying corporate financial statements. Varying approaches 
have been tried, a useful body of literature has been developed, 
impressive progress has been made in actual practice, but a satis-
factory philosophical or intellectual foundation on which a 
logical system of accounting principles might be erected still 
seems a long way off.106 
Perhaps fundamental research, clarifying the objectives of 
corporate financial reports and relating them to changing so-
cial needs, would permit more rapid progress. 
Acceptance of the assumption that problems of corporate 
financial reporting would yield to research was in itself a mile-
stone in the accounting profession's progress. It was not ever 
thus. Thirty years ago many CPAs insisted that accounting was 
strictly a pragmatic art, and that it would be impossible to 
construct a body of logical theory to undergird it. 
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Nearly twenty-five years ago the chief accountant of the 
SEC thought it appropriate to make the following observation: 
"I do not think there is the slightest doubt that the activities 
with which accounting deals are within the range of phenomena 
that lend themselves to research, or that the results of research 
in accounting problems will be of major benefit in formulating 
standards for the guidance of those who practice accounting 
and those who use its products. Thus I must take issue with 
those who feel that proper analysis and presentation of account-
ing data are largely the product of subjective judgments based 
on indefinable and unexpressible reactions to a complex set of 
raw material. Such a position is wholly inconsistent with what 
I believe is true: that research can be expected to result in the 
discovery or segregation of controlling guides and standards of 
analysis and presentation."107 
Nevertheless much of the work done so far in the search for 
accounting principles would not be recognized by scholars as 
research at all. It has been a mixture of surveys of existing prac-
tices, analyses of existing literature, individual intuition and 
collective opinion based on personal experience. 
Since 1959, however, the Institute's Accounting Research 
Division has conducted independent research studies that deal 
not only with the foundation on which accounting is built and 
the framework within which it operates, but also with specific 
problem areas. The study of specific types of transactions in 
relation to an overall frame of reference helps to give prac-
tical reality to theoretical concepts. At the same time, a more 
solid foundation than has previously existed is provided for 
decisions on accounting principles applicable to specific trans-
actions. 
The profession faces at least two major challenges in the 
coming years with respect to research in the area of accounting 
principles. 
First, there are both theoretical and practical considerations 
inherent in the subject matter of almost any accounting research 
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study. It is not always easy to find the right combination be-
tween the two. Research worthy of the name will be more 
than a mere description of present accounting practice. Con-
clusions resulting from research will not necessarily support all 
current practice; it would be of little value if it did. Research 
must deal with logical solutions to accounting problems as 
well as with practical solutions. 
At the same time, an organization of the Institute's nature 
probably cannot become as involved in "blue-sky" research as 
can the universities. The practicing profession is inevitably con-
cerned with improvement in accounting practice now as well 
as ten years from now. Striking the proper balance between 
the conceptual and the practical in the first accounting research 
studies would have been almost entirely fortuitous. The staff 
had no one else's experience to draw on, for this type of balance 
has never really been attempted in previous work of either the 
Institute or the American Accounting Association. 
Progress has been made, however, in achieving a better 
balance between practical and theoretical aspects of the ac-
counting research studies. Some of the more recent studies and 
some of the studies in progress, although probably not achieving 
ideal balance, seem to meet the problem relatively well. A 
successful research program is not developed overnight, but it 
will become more successful through experience. Based on 
experience, a number of useful guides have already been cre-
ated, relating to the manner of initiation of projects, defining 
and delimiting the problems to be considered, spelling out 
specific questions to be answered, re-evaluating projects after 
preliminary analysis but before public announcement, and so 
forth. For example, the following procedures are now in effect: 
Each accounting research study is to cover the following 
points, the discussion thereof being reasonably detailed and 
documented, unless in a specific case one or more of them is 
clearly inappropriate: 
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Definition of the Problem. There is to be a sufficiently 
comprehensive discussion of the problem to which the re-
search is intended to furnish a solution to permit of a clear 
understanding of the matter and of the area covered by the 
research. 
Theoretical Considerations. There is to be a discussion 
of the problem in the light of accounting theory which 
indicates the most logical solution, whether or not it con-
forms with existing practice. 
Practical Considerations. There is to be a summary of 
existing practice in the area studied, and an appraisal 
thereof, which includes, among other things, a discussion 
of the difficulties that would be expected to be encountered 
in practice if a change in practice is recommended. 
Conclusions or Recommendations. There is to be a con-
clusion or recommendation as to a course of action that 
in the circumstances appears to be reasonable and prac-
ticable for the foreseeable future. Conceivably, this might 
support the most logical solution to the problem, confirm 
existing practice, or suggest something else. 
Balance can be further enhanced by careful recruiting and 
judicious assignment of staff and project advisory committees 
to projects. There is ground for optimism about the prospect 
of meeting the first challenge successfully. 
The second challenge is more formidable. 
Many members of the accounting profession have no real 
"feeling for research." They are sincere in the belief that the 
profession needs research and in the desire to support the re-
search needed. The results of the research published to date, 
however, seem to have caught most CPAs completely by sur-
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prise. A common tendency has been to judge the results of the 
research on the basis of whether the conclusions conformed to 
one's own beliefs or to some preconceived notion as to what the 
results should be. The process which led to the conclusions is 
frequently ignored in the criticism. The special committee on 
research did an outstanding job in setting up the research pro-
gram, but the program is endangered in the next few years by 
a possibility that members of the profession may fail to assess 
its results on a valid basis. 
This lack of "feeling for research" which poses a threat to 
the research effort, and which must be overcome before real 
progress is possible, has been manifest in many ways. Among 
the most important are the following: 
1. There seems to be a feeling among members of the pro-
fession that the research program should immediately solve 
most of the problems plaguing accountants. This is not new. For 
thirty years the literature of accounting has been replete with 
the idea that if someone could just manage to codify accounting 
principles, the problems would solve themselves. This idea 
seems to be even more exaggerated recently. This has been evi-
dent in numerous comments expressing disappointment that the 
Accounting Principles Board is moving so slowly, that after 
five years under the program there still is no statement of postu-
lates and principles which the profession can accept, and that 
Studies No. 1 and No. 3 were obviously a failure so another 
approach should be tried in a hurry. 
Over-optimism should not be followed by pessimism. The 
Division and the Board are tangling with problems which have 
defied solution for thirty years and more. Good research takes 
time, and even the best research cannot be expected to recon-
cile the first time around the many diverse viewpoints that are 
prevalent in any dynamic discipline. Good theory and some 
current practices may never be reconciled. Two or three years 
for the completion of a good research study followed by another 
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year or year and a half for adequate deliberation by the Board 
and exposure for comment is not an unreasonable period. 
Precipitous action in accounting is at least as dangerous to 
the profession as inaction. 
2. Many members of the profession seem to expect research 
to justify current practice. The absence of a resounding "all's 
well" has upset many people, and they do not want the results 
of such "impractical" research published by the Institute. A 
disturbing number of the comments received express the idea 
that the Institute should not publish conclusions which differ 
so much from current practice. This reflects both a lack of 
feeling for research and the inability of many members of the 
profession (practicing, industrial, or academic) to distinguish 
between authoritative pronouncements and other Institute pub-
lications. An attempt to justify current practice is perfectly 
proper, but it is not proper to call such justification research. 
Much of this criticism appears to be based on reading the 
conclusions without having read the study itself. If research in 
accounting is to be of any use to the profession, it must be good 
research. Good research is entitled to be judged as research, 
i.e., the research is judged first, then the conclusions. If the re-
search is well done and if the conclusions are supported by the 
research, the results should be studied carefully by all who are 
interested in improving financial accounting and reporting, 
whether or not they agree with the conclusions. If agreement 
with present practice becomes the basis of judgment for re-
search, no improvement in current practice is possible. 
3. The members of the profession seem to assume that the 
results of research should be immediately applicable to current 
practice. When the results are not immediately applicable, the 
studies are criticized as impractical. Practicality is indeed a 
virtue in a research program carried on by the Institute. If it 
becomes the overriding consideration, however, it will spell 
death for the program. Research, by its very nature, cannot be 
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completely practical. It involves observation, reasoning, relat-
ing, hypothesizing, analyzing, comparing, experimenting, and 
testing. The whole cycle will often have to be repeated several 
times before usable results are obtained. It will generally be 
only after several cycles that the results of research become prac-
tical. Research becomes practical as the continual refining of 
research is accompanied by continued progress in practice in 
response to questions raised by research. In fact, one of the 
most important functions of research is to provide goals to 
which practice may aspire. 
4. Members of the profession have not provided the con-
structive criticism that is necessary to a successful research pro-
gram. From the tens of thousands of CPAs have come an aver-
age of forty to fifty letters commenting on each research study. 
Most of these letters are not particularly useful criticism because 
they do not really comment on the study. (This is equally true 
of comments from practicing, industrial, and academic ac-
countants.) Instead they criticize the conclusions (see 2 and 
3 above) or say what the writer would have done had he been 
given the assignment. There are, of course, many possible ap-
proaches to almost any problem, and the particular approach 
selected will vary both between different researchers in the 
same situation and with the same researcher in different 
situations. Several approaches may be tried and rejected be-
fore a workable approach is found. Valid criticism helps to 
determine whether the approach taken is a valid one; merely 
pointing out that there are other approaches does not. The 
first rule of criticism is that the critic must meet the author on 
the author's own ground; that is, he must criticize what the 
author did rather than what he did not try to do. Only after 
what the researcher actually did has been analyzed is it proper 
to talk about other possibilities. 
In short, if the Institute's research program is to make the 
kind of contribution over the next decade envisioned by its 
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founders, the profession must develop the same mature attitude 
toward it which characterizes the approach of the leading mem-
bers of the older learned professions. So far, the reaction has 
been neither mature or valid; it has merely been irrelevant. It 
is distressing that so few members of the profession are able to 
distinguish between good research, bad research, and no re-
search at all. Clearly there is an educational problem of monu-
mental proportions which will not be solved by the mere pas-
sage of time. 
Basic Concepts. There are a number of basic concepts in ac-
counting, which serve as a foundation for important judgments, 
but which have never been validated by research in depth. 
They are accepted almost as revealed truth, but they are de-
rived wholly from the intuition and experience of earlier think-
ers and writers. The meaning of some of these concepts is im-
precise, and their implications unclear. 
One of these is the concept of accounting itself, on which 
many of the ideas in this book are based, as the measurement 
and communication of financial and other economic data, in 
whatever areas such data may be needed. No one has described 
the limits of this concept. On the other hand, some accountants 
deny that accounting is concerned with measurement at all! 
Research should determine, at least tentatively, the proper scope 
of accounting, its purposes, its relationship with mathematics, 
statistics, and other disciplines. 
The concept of independence should be studied in depth. The 
Institute contends that it is a state of mind, which is an elusive 
concept, but concedes that specific relationships which might 
create a presumption of lack of independence should be avoided. 
The SEC and others place more emphasis on relationships 
which might induce subconscious bias. This approach, carried 
to extremes, can lead to absurd conclusions. So far, however, 
little more than opinion evidence has been brought to bear on 
the argument. 
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Basic technical terms in accounting, in common usage, are 
somewhat hazy around the edges: postulates, principles, prac-
tices, rules, methods; income, profit, earnings; cost, expense; 
value, financial position, results of operations, net worth, re-
tained earnings. Every accountant knows what he means by 
these terms, but not all accountants would agree. Rigorous 
scholarship should be able to develop more precise definitions 
and distinctions. 
Materiality, disclosure, objectivity, conservatism, consistency, 
usefulness, and fairness are also words which stand for impor-
tant concepts in accounting, but whose meanings are far from 
clear and precise. 
Auditing and Reporting. The accounting profession has done 
one of its best jobs in developing standards and procedures for 
independent audits, audit reports and opinions. From 1917 to 
the present there has been a steady flow of authoritative state-
ments, case studies and audit guides which are widely accepted, 
within and without the profession, as reflecting the best prac-
tice. 
Much of what has been done has not been based on research 
in the strict sense of the term. The members of the com-
mittees which have produced these materials have drawn on 
their collective experience, and on summaries of existing litera-
ture and consultations with specialists in areas of concern. This 
has undoubtedly been adequate for the purpose. A rich store of 
knowledge derived from actual practice has been assembled 
and distilled. 
But, again, little has been done to build an intellectual and 
philosophical foundation under the audit function. What are 
its objectives in relation to the needs of a changing society? Are 
the time-honored procedures appropriate to current conditions? 
Are there better ways of doing things?108 
Earlier in this book two possible extensions of the audit func-
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tion have been suggested: (1) an audit of the entire information 
system, not only to determine whether the financial statements 
are fairly presented, but also to determine whether the system 
yields timely and adequate data for purposes of managerial 
planning, control and decision-making; and (2) an audit of 
management performance, to the extent that quantitative 
measurements can indicate the effectiveness with which manage-
ment has utilized the resources entrusted to its care. 
There is an obvious economic and social need for the infor-
mation which both types of audit might yield. Whether they 
are practicable or not remains to be seen. But surely both possi-
bilities are worth intensive research efforts. 
Even within the scope of the traditional audit of financial 
statements there are technical questions which require early 
answers. What are the best methods of auditing accounts stored 
in computers? To what extent can statistical sampling be ap-
plied to the audit process? Is "continuous auditing" practicable 
—spreading intensive investigation of specific accounts over a 
period of years, while maintaining control over the whole from 
year to year? These questions have not been ignored. They are 
under study by individuals, firms, and Institute committees. But 
for the most part they have not yet been the subject of syste-
matic research in depth. 
Taxation. The Institute's committee on Federal taxation has 
made invaluable contributions to improvement of the Federal 
income-tax law and its administration. But these contributions 
have been almost entirely technical, derived from the experi-
ence of the committee's members, and addressed to immediate 
problems within the framework of the existing tax structure. 
The accounting profession has contributed very little to the 
philosophy or rationale of the tax system. The Institute has 
made some efforts to encourage reconciliation of taxable in-
come with "business income," and to stimulate the formation of 
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a commission to overhaul the entire tax system, but these efforts 
have been futile. 
Serious research in taxation has been conducted for the most 
part by economists, and it has had an influence on the tax 
structure. But most economists are so far removed from the 
actual administration of the tax laws, and their impact on busi-
ness transactions and decisions, that the studies have often been 
largely theoretical. CPAs collectively are familiar with every 
facet of taxation. If their knowledge and opinions could be in-
tegrated in a comprehensive study of the nation's tax structure 
the results could be invaluable. 
There is no field in which the opportunities for useful research 
are more challenging than in taxation. The imperfections of 
the tax system are almost universally acknowledged. The sav-
ings to government and taxpayers which could be achieved by 
elimination of existing inconsistencies, ambiguities and obscur-
ities are colossal. But the magnitude of the problems, and the 
political and bureaucratic obstacles to tax reform, are so 
formidable that nothing short of a massive project, involving 
the investment of vast sums of money, could promise tangible 
results. 
The job is probably too big for the accounting profession 
alone. But this profession might be the spearhead. With the 
collaboration of other interested groups, and financial support 
from various quarters, the Institute might well organize the 
most effective project yet devised to bring order into the tax 
jungle. 
Management Services. The field of management services 
offers endless opportunities for fruitful research. The scope and 
content of this field have not even been authoritatively de-
scribed. Its relationship with other professional accounting 
functions has not been clearly established. Techniques in many 
areas are still in the experimental stages. Standards of com-
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petence remain to be developed. The intellectual or philo-
sophical underpinning is nonexistent. 
Yet this is a rapidly growing area of professional accounting 
service. There is urgent need for more knowledge about in-
formation systems, their uses, and how to adapt them to the 
needs of businesses of different sizes and different types. There is 
equally urgent need for more knowledge about computers, and 
how they can be used for management purposes. What types of 
data are required for what types of decisions, and how can the 
data be obtained most economically? Hundreds of such ques-
tions must be studied in the years immediately ahead. 
International Practice. The rapid expansion of international 
investment and trade has created a need for research in ac-
counting, auditing and financial practices of different countries. 
Without information of this kind, it is difficult to interpret fi-
nancial statements of foreign corporations; and it is difficult for 
American CPAs to collaborate with colleagues abroad in the 
audit of international enterprises. The need for studies in this 
area was voiced by many speakers at the Eighth International 
Congress of Accountants in New York. 
The American Institute's committee on international rela-
tions has already produced a study of the basic accounting and 
auditing standards in twenty-five countries. It is understood 
that the English and Dutch institutes are also engaged in studies 
in this field. Several American universities are also working on 
related projects. 
The idea of developing international standards of accounting 
and auditing has great appeal. It is put forward with increasing 
frequency. The difficulties are formidable, but not necessarily 
insuperable. The possibilities should be carefully explored. 
There is also a need for more information, particularly on the 
part of small businessmen, on general questions of how to do 
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business abroad—questions about the credit and investment 
machinery in different countries, taxation, currency restrictions, 
licensing arrangements, joint ventures, mergers, the availability 
of accounting and management consultants, and so on. The In-
stitute has been invited by a foundation to consider the possi-
bility of sponsoring and coordinating research projects in these 
areas. What the results will be are unknown as this book goes 
to press. 
In any event, it seems inevitable that the accounting profes-
sion will be involved in some types of research in international 
accounting practices for many years to come. 
The need for expanded research activities in all areas of the 
accounting function has been recognized by two young authors 
of a recent article: 
"Recent concentrated efforts in accounting research by the 
American Institute of Certified Public Accountants are com-
mendable, as are the efforts of other accounting associations. 
The pronouncements to date by the AICPA on research projects 
indicate a concentration on research in the area of the historical 
function of accounting or in the field of financial accounting for 
published financial statements. This is as it should be for the 
initial efforts in a concentrated program of accounting research 
by the AICPA. However, it may be time that recognition be 
given to the need for basic research in the area of accounting 
which relates to the interpretation of past events and the pre-
diction of future events for use by management in planning 
and decision-making. 
"Many of the services undertaken by CPAs fall outside the 
area of financial accounting and in the area of providing data 
useful for management in decision making. For example, the 
CPA may undertake work in the development or improvement 
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of accounting systems and procedures to provide management 
with the financial information needed for decision-making. The 
accounting accumulations evolving from such systems may signi-
ficantly differ from the data useful or necessary for published 
financial statements. 
"Should the AICPA assume some responsibility for the 
quality of the accounting function as a whole? The authors be-
lieve that the AICPA should provide leadership in the develop-
ment of the entire field of accounting. The present research pro-
gram is a first step but the time is ripe for the AICPA to broad-
en its research activities."109 
Research on the Profession Itself 
Most of the established professions know more about them-
selves than CPAs do. Some fifteen years ago the American Bar 
Association sponsored, with foundation support, a comprehen-
sive survey of the legal profession, in which every conceivable 
aspect of the profession was examined—history, education, in-
comes, nature of practice, public opinion, and so on. The survey 
has proved useful in policy formation and as a basis for bar 
association programs. 
The famous Flexner report on medical education is another 
example of intraprofessional research that had profound and 
far-reaching consequences. 
Less ambitious studies have been made of other professional 
groups. For example, the Bureau of Applied Social Research at 
Columbia University has recently produced two extensive 
studies in professional fields: "Ethics and the Legal Profession," 
and "The Relationship Between Medical Educators and Medi-
cal Practitioners." 
What should a profession know about itself? High on the list 
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is the quality of the human input. Is the profession recruiting 
its fair share of intelligent and highly motivated young people? 
What attracts some desirable young men and women to the 
profession, and what repels others? What kinds of homes and 
schools are the recruits coming from, and why aren't they com-
ing from other kinds? Where are the untapped sources of su-
perior talent? 
Another important question is what kind of people CPAs are. 
What kind are the most successful? What are their personality 
characteristics? What do they read? How do they spend their 
leisure time? The answers would also have an effect on 
recruiting programs. 
Also important are the economic opportunities in the profes-
sion. How do incomes compare with those in other professions 
and businesses? What are the existing and potential "markets" 
for professional accounting services? In what areas are the 
knowledge and skills of CPAs now insufficiently utilized? What 
new areas of service are likely to open up? Is the profession over-
crowded or undermanned? What are the probable manpower 
requirements for the next decade? 
What other people think of CPAs is also a subject for research 
of the survey type. The Institute has experimented with this 
sort of investigation with three limited groups, and the results 
of the investigation have been influential in planning for the 
future. 
The research project to describe the common body of knowl-
edge of CPAs will have great impact on education for ac-
countants, professional development programs, and the scope 
of the CPA examination. This is a splendid example of research 
on the profession itself. There should be much more of it. 
In short, everything a profession can learn about itself will 
reveal opportunities for improvement in one phase of its activi-
ties or another. There should be a continuous, systematic pro-
gram of research in this area. 
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Relations With Basic Innovators 
if it is recognized that accounting draws largely on basic 
disciplines outside itself—such as economics, behavioral science, 
management science, organization and information theory— 
then it seems obvious that the accounting profession should 
keep informed of the basic research and innovation that is going 
on in those fields, since they might provide new or improved 
concepts and techniques for accountants. 
At times the medical profession has found itself in need of 
fundamental knowledge which had not been developed in the 
medical schools or the profession itself. For example, knowledge 
of this kind has been found in research conducted in physiology 
and neurology by people who might not even have been in-
terested in medicine. 
Similarly, the schools of education are in the process of being 
upgraded today in large part by people who are not in the edu-
cational field, but who bring to bear knowledge derived from 
sociology and psychology which is essential to the educational 
process. 
In the long run, the people deeply concerned with the basic 
disciplines are in charge of the coming generations. Yet in all 
professions wide gaps develop between these basic researchers 
and the professional practitioners. They are not naturally in-
terested in each other. They instinctively tend to drift apart. 
The busy practitioner can't, or won't, spend the time to read 
and understand complex theoretical treatises in economic sta-
tistics, or operations research, which he is not equipped to 
adapt to the immediate needs of his clients. And the researcher, 
in his ivory tower, fascinated with ideas for their own sake, 
couldn't care less whether the practicing CPAs ever discovered 
his findings or not. He is more concerned with the applause of 
his academic colleagues. 
Yet the practicing profession cannot afford to ignore the dis-
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coveries of the innovators, particularly in times like these when 
innovation is so rapid. Research in the basic disciplines provides 
the seedbed of the profession's knowledge, doctrine and tech-
niques. 
So a bridge has to be built between the practitioners and the 
leading thinkers in related basic disciplines. Natural forces will 
always tend to tear the bridge down, but it must constantly be 
repaired. 
In medicine, the bridge consists of a class of men who make 
it their business to study the results of research in the basic 
disciplines and carry the ideas to the practicing professionals. 
These "in-between" people are not fundamental researchers, 
and they don't care to be practitioners, but they understand the 
research, they enjoy studying the monographs, and find it in-
tellectually satisfying to translate the findings and communicate 
the results to the practitioners. These "in-between" people may 
be teachers, writers, editors of professional journals, association 
staff members or retired practitioners. Their contribution is 
invaluable. 
The researchers and innovators of interest to CPAs will be 
found for the most part in the universities—not necessarily in 
the schools of business, but in the faculties of mathematics, eco-
nomics, behavioral science, and so on. The Institute's long-range 
objectives committee has been fortunate to find some of them 
in the course of its investigations, upon which this book is based. 
There is no easy access to them as a group. They are scattered 
individuals, and must be sought out by painstaking inquiry. 
Once discovered, however, they usually respond generously to 
suggestions that they collaborate, even through intermediaries, 
with the practical people. 
While it may not be research, in the strict sense of the term, 
the translation or transmission of research findings in basic 
disciplines that have significance for accountants should be one 
of the permanent, continuing responsibilities of the Institute. 
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Who Should Do the Research? 
Research of various kinds can be conducted in a variety of 
ways. 
Professional societies, for the most part, have not conducted 
or sponsored research directly, except for research on the pro-
fessions themselves, in which the practicing members are usually 
directly interested. 
The American Institute has probably done more research 
work of one sort or another than most other comparable organi-
zations. Some of it has been done by its own technical staff, some 
by contract with university professors or survey organizations, 
and some by committees or individual members. Much of it has 
been of the purely fact-finding variety, or the pooling of ex-
perience and opinion without systematic investigation. 
Many organizations have created separate research affiliates, 
apart from the regular committee and administrative structure 
—for example, the American Bar Research Foundation, the 
American Law Institute, the Financial Executives Research 
Foundation and the recently created research branch of the 
American Management Association. 
Some important research projects in accounting have been 
conducted by independent commissions, created by the Insti-
tute, but including nonaccountant members, and financed in 
part by foundations and in part by the professional societies: 
the Business Income Study Group, the Commission on Edu-
cation and Experience for CPAs, and the Commission on the 
Common Body of Knowledge for CPAs. 
In most fields the bulk of the research is done by the uni-
versities. Much medical research today, for example, is con-
ducted by the medical schools. Many accounting professors be-
lieve that the research on accounting principles done by the 
Institute's Research Division, and the Common Body of Knowl-
edge project, too, should have been undertaken by the uni-
versity schools of business. 
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There is much to be said for this point of view. The academi-
cians are trained in research. They can take an independent, 
long-range view, unimpeded by immediate, practical problems. 
They can usually arrange to take time for research, which re-
flects credit on their universities and enhances their own pro-
fessional reputations. 
Actually, much of the research sponsored by the Institute 
has been conducted by professors under contract. 
But the accounting professors have not shown much initiative 
in conceiving and launching research projects of importance to 
the profession as a whole. They, like the practitioners, have 
been under pressure for many years. The manpower shortage 
is probably more acute among accounting faculties than among 
accounting firms. Financial support for accounting research is 
not easy to come by. And perhaps the teachers have been pre-
occupied with preparing students to be employable. 
Yet it is axiomatic that busy practitioners cannot do basic 
research in depth. Professional society staffs tend to become 
overloaded with administrative duties. The Institute should in-
vestigate the extent to which the universities would be able and 
willing to take the responsibility for some parts of the re-
search which the profession needs, with appropriate encourage-
ment and cooperation, and perhaps some financial support, from 
the Institute and other professional organizations. 
Larger accounting firms have also created quantities of re-
search material, usually on practical, technical subjects of im-
mediate interest to the firms which produced them, but some-
times pro bono publico. The findings are often published, and 
generously made available to universities, libraries, and col-
leagues. 
A study of research by firms has recently been published. 
Several interesting conclusions are drawn: 
"The firms engage in little 'basic research' although there are 
growing efforts in this direction. It does not appear likely that 
public accounting firms will devote much formal effort to con-
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structing an accounting theory which can be used as a basis 
for evaluating the soundness of alternative accounting prac-
tices. Most of the firms' research activities are oriented toward 
keeping the firm aware of current practices and developments, 
providing a basis for establishing policies in accounting and 
auditing matters, and resolving urgent questions that arise in 
the course of practice. 
"Research departments in CPA firms have developed around 
particular operating needs of the firm, such as providing infor-
mation helpful in setting policies and dealing with difficult ac-
counting and auditing questions as they arise. As these depart-
ments become better established, they increasingly devote more 
time to more general problems, including making contributions 
to accounting theory and accumulating data of general interest. 
"There is not much sharing of unpublished research findings 
among the firms, although informal contacts among partners 
and research directors are increasing. But, with accounting re-
search activities increasing, there is clearly a need for some ef-
forts at coordination, so that duplication of work will be mini-
mized and appropriate specialization will be encouraged."110 
The contributions of individuals should not be overlooked. 
When a CPA writes a book, or an article for a professional 
journal, he cannot avoid doing some research, if only in the 
organization and analysis of information and ideas already pro-
duced by others. And, in turn, such articles, necessarily frag-
mentary, are useful sources of reference for more ambitious re-
searchers attempting more comprehensive projects. 
A rich and virtually untapped source of knowledge exists in 
what may be called the "clinical research" conducted every day 
by practitioners in the solution of clients' problems. Case studies 
based on actual practice experience, properly disguised to pro-
tect client confidences, would be an invaluable contribution to 
the profession's literature. 
The Journal of the American Medical Association is replete 
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with case materials reported by practicing physicians and sur-
geons. They add substantially to the sum of medical knowledge 
and in the aggregate provide rare source material for research 
in broader areas. 
Case studies do not necessarily lead to any valid conclusions 
in themselves. They are "one-shot" experiences. But they can 
stimulate thought, suggest alternative solutions, and provoke 
further inquiry. And a series of case studies in one subject area 
may reveal patterns which will lead to advances in theory or 
technique. The Institute should strongly encourage its members 
to write up cases for publication. 
Ph.D. candidates often produce research materials of value 
to the profession. Unhappily, many fine doctoral theses fail to 
come to the attention of practitioners, and lie unused in univer-
sity libraries. Some arrangement should be made through uni-
versity faculties by which meritorious theses can be summarized 
for the professional journals and listed in the Accountants' In-
dex for the benefit of future researchers. 
There can be wasteful duplication and useless fragmentation 
in uncoordinated research activities. All agencies and individuals 
engaged in research should know what others are doing, and 
what the profession needs to have done. 
Financing Research 
The sources of funds to support research in general are gov-
ernment, foundations, corporations, universities, professional so-
cieties, and private grants. 
Research in accounting and related areas has received no 
financial aid from government, only a few small grants from 
foundations, none from business corporations (except through 
membership in the Financial Executives Institute and the Na-
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tional Association of Accountants) and little from universities. 
Almost all research sponsored or conducted by the American 
Institute has been financed by members' dues or contributions, 
or both. 
Clearly dues and contributions from members cannot support 
research activities of the scope and magnitude suggested in this 
chapter. Other sources of financing must be found if the work 
is to be done. 
To the extent that research is solely for the benefit of the 
profession itself, the profession should properly pay for it. Re-
search on the internal problems of the CPA profession, its hu-
man input, its economic opportunities, and so on, may be a 
proper charge to the Institute's budget, although foundations 
have supported similar studies of other professions for their 
general sociological value. 
Studies in basic disciplines and technical areas which will 
improve business management, investors' decisions, or otherwise 
strengthen the economy may justify allocations of government or 
foundation funds. 
Universities can obtain government or foundation support 
more readily than professional associations. Trustees hesitate to 
make grants for projects which appear to be designed for the 
benefit of a relatively small group, rather than of a broad seg-
ment of society. University sponsorship is reassuring in this 
regard. 
What Should Be Done? 
A small Institute committee should be appointed to study 
the research programs of the accounting profession for the next 
decade. This is an essential step. Fragmented consideration of 
research activities in various subject areas will not produce a 
coordinated, balanced program. 
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This small committee should consult university deans and 
accounting faculties and representative practitioners and clients. 
It should evaluate the research work now being done, consider 
what should be done, and decide who can best do what parts 
of it. Having developed a tentative program, with priorities in-
dicated, the committee should investigate all possible sources of 
financial support, and discuss with appropriate officials of 
government, foundations and corporations the possibility of 
their underwriting specific projects included in the program. 
The possibility of creating a research foundation or center 
within the Institute, or affiliated with it, should be considered. 
Such an agency could receive contributions and bequests, and 
through contracts or grants arrange to have approved research 
projects carried out by universities or other qualified agencies. 
The Institute's research center could serve as a planning, co-
ordinating and information agency for the entire profession and 
related organizations. It would not necessarily absorb the spe-
cialized research on accounting principles conducted by the 
Accounting Research Division under the general supervision of 
the Accounting Principles Board. Nor need it take over the 
work of other technical committees. But it could suggest appro-
priate projects, make available information about related proj-
ects elsewhere, and generally serve as the intelligence and con-
trol center for accounting research throughout the United 
States. 
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CHAPTER 1 6 
Public Interest and Social Obligation 
T HE definition of a profession includes the provision 
that it has a social obligation and that its work is endowed with 
the public interest. 
The social obligation and public interest run both to indi-
vidual CPAs or firms and to their professional organizations. 
The individual or firm serves the public by assisting clients in 
discharging their economic functions in a socially acceptable 
manner. The value of this assistance rests on high standards of 
competence and ethical conduct. But it is through professional 
organizations that the standards are developed and maintained 
—educational standards, technical standards, prerequisites for 
admission to practice, and standards of ethical conduct. 
While accounting, like all other professions, rose from humble 
beginnings, it is easy today to demonstrate significant relation-
ships to the public interest in what CPAs are doing. 
Financial statements influence important decisions—if the 
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independent audit did not exist, something would have to be in-
vented to replace it, or the entire credit and investment ma-
chinery would grind its gears. 
The CPA profession has probably contributed more, in the 
audit function, to economic morality in our times, than any 
other single group. 
The role of CPAs in tax practice is indispensable to main-
tenance of a voluntary self-assessment system. In this the CPA 
has contributed substantially to the effective operation of gov-
ernment and the stability of the whole society. 
Management services rendered by CPAs help clients operate 
efficiently and economically—this raises the nation's standard 
of living. 
The accounting function, however, is potentially much 
broader than the present scope of practice. The function can 
encompass the measurement and communication of financial 
and other economic data for any and all purposes. As the pro-
fession's work broadens, the public interest in it will naturally 
become much broader than at present. 
As the public interest increases, the profession's social obli-
gation increases commensurately. Professional people have spe-
cial abilities which intensify their responsibilities. They know a 
great deal more about some subjects than the average citizen 
does. They should contribute from their special knowledge to 
the solution of social problems, as well as to the solutions of 
their clients' problems. They may reasonably be expected to be 
leaders in areas of public concern in which they are expert. 
As one observer has put it, the accounting profession should 
participate to a greater extent in the national dialogue, as well 
as in the community dialogue. This can be done both by indi-
viduals and by the professional societies. There are many ques-
tions of public policy in which the measurement and communi-
cation of economic data are involved. As already noted, CPAs 
and their organizations have contributed significantly in tax 
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legislation and administration, and in the administration of the 
securities acts. But CPAs can do a great deal more in other 
areas, which may not be so closely related to their day-to-day 
practice, but in which their special knowledge and skills equip 
them to provide advice and assistance. The Institute's recent 
booklet on Public School Costs is an excellent illustration. 
However, the opportunity to make constructive social con-
tributions depends not only on ability but on recognition, and 
since recognition follows achievement, the profession has found 
itself somewhat in the position of the man who cannot get a job 
without experience and cannot get experience without a job. 
In the normal course of events progress toward a position of 
leadership is slow. It has been slow in the case of other profes-
sions. The legal profession, for example, in the course of its 
history has had setbacks which have delayed its progress by 
decades. But there is a serious question whether the accounting 
profession, maturing as it is in a period of rapid economic and 
social change, can afford to wait for the normal evolutionary 
process. 
There is an emerging need for a great profession to master 
the planning, control, performance-measurement, and account-
ability-discharging processes of the coming decades. The CPA 
profession may be destined to fill this need. But if it does not at-
tain a position of leadership within the next ten or twenty years, 
it may never have the chance to attain it again. Other groups 
may have grasped the opportunities that now invite the CPA 
profession. 
The normal evolutionary processes can be accelerated by con-
scious planning and organized effort. If the profession seizes the 
initiative, and moves deliberately toward clearly defined ob-
jectives, there is still time to reach its goal. 
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Public Relations 
It is undoubtedly a subconscious awareness of its chicken-and-
egg dilemma which causes the wide preoccupation of CPAs 
with the subject of public relations. They feel instinctively that 
they are undervalued in public opinion, that they are not getting 
the opportunities to do all that they are capable of doing, or 
even getting full credit for what they are doing. They feel the 
urge to tell people about themselves. 
What is the CPA's relative status in the United States today? 
No one can answer the question in precise terms, but there is 
enough evidence to support some generalizations. 
The CPA's status is immeasurably better than it was fifty 
years ago, demonstrably better than it was twenty-five years ago, 
but not nearly as good as most CPAs believe it should be. And, 
more important, it is not as good as it must be to permit the full 
and rapid progress of which the profession may be capable in 
the next ten or twenty years. Without public understanding and 
encouragement, CPAs will not have the chance to do what they 
must do in order to become the profession they would like to 
be. 
Attitude and opinion surveys to find out what others think 
of CPAs have been conducted among executives of large busi-
nesses and banks, and among small businessmen and smaller 
banks. In addition, fragmentary evidence has been gathered 
from other segments of the population. The evidence, scanty as 
it is, adds up to a fairly consistent over-all impression. 
The general public has little, if any, opinion about certified 
public accountants. There is no strong national attitude about 
the accounting profession, in the sense that there are such at-
titudes on religion, politics, baseball, or other subjects that cut 
across social and economic levels. But it may not ever be of 
great importance to CPAs whether they are the subject of broad 
popular opinion or not. It could be damaging, of course, if 
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CPAs were the target for general hostility—if many people, for 
example, thought that CPAs helped taxpayers cheat on their 
returns, or helped management conceal vital information in 
reports to investors. But there is no evidence of such antagonism 
today. On the contrary, here and there, among the men in the 
street there is even evidence of admiration for the CPA. Many 
people have learned that the CPA examination is difficult, for 
example, and this compels respect. 
But the public is divided into many segments. Some of these 
segments are vitally important to CPAs. What these particular 
"publics" think may have a decisive influence on the oppor-
tunities of the profession for growth. Some of these "publics" 
are business management, bankers and other credit grantors, 
investors, financial analysts, government agencies, state legis-
latures, deans and faculties of universities, students, lawyers, 
financial writers, editors, economists, labor leaders, and others 
who in one way or another utilize the financial and other 
economic data which CPAs measure and communicate. 
With some of these "publics" CPAs have established a solid 
reputation. A survey of attitudes of presidents, vice presidents, 
and controllers of large corporations, for example, revealed that 
generally the accounting profession was held in high regard. 
Instances of criticism were rare in comparison with similar sur-
veys of attitudes towards other professionals. Yet there was some 
criticism. In general, it reflected disappointment at the lack of 
initiative among CPAs. Many of the businessmen interviewed 
criticised their CPAs for confining their activity to audit and 
tax work, without making constructive recommendations. Al-
most half of those interviewed said that CPAs should take less 
equivocal positions—be more positive. Several respondents com-
plained that their CPAs did not seek out the clients to learn 
more about their problems. A post-audit interview or conference 
to discuss the CPA's findings was frequently recommended. 
Many business executives would welcome a broad exploration 
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by the CPA of their entire business operations. In brief, it ap-
peared that CPAs did not reveal sufficient concern for their 
clients' affairs. 
Bankers also said that CPAs seemed lacking in self-confidence, 
and tended to hold back rather than push themselves forward. 
Many bankers expressed regret that CPAs did not seize the 
many inviting opportunities for constructive services. One 
banker said that CPAs were too inbred, that they had placed 
fences around their daily activity. Too much neutralism was 
another complaint. CPAs were said to ignore civic and political 
responsibilities: "they put themselves in ivory towers"; "they 
should be more vocal"; "they should speak out against intellec-
tual dishonesty wherever they see it." Other bankers said CPAs 
were too technical, that they wanted a rule for everything. 
The attitudes of small business executives were not much 
different. They respected the integrity and high professional 
standards of CPAs. They were aware that he was well trained. 
There was some confusion about the amount of responsibility he 
assumed—some thought it more than he intended, others 
thought less. But most executives thought of the CPA solely in 
connection with auditing and tax work. Most of them said they 
would choose management consultants rather than accountants 
in looking for a top-level executive for their own companies. 
They did not think of the CPA as offering services contributing 
to modern management decisions. They respected CPAs for 
great ability in a relatively limited area—a specialist in the field 
of work closely identified with balance sheets, income state-
ments, and tax returns. Only about a quarter of them thought 
that their CPA had real business imagination. 
Among small banks CPAs were also highly regarded. But the 
same complaints were voiced—that they did not initiate recom-
mendations, or offer consultation, or keep in close personal con-
tact with the credit grantors. 
These surveys indicate that CPAs do not seize opportunities 
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to be creative. They also indicate that auditing, tax, and man-
agement services are not neatly separated in the minds of 
clients and bankers. They are open to suggestions in any and all 
areas involving measurement and communication of business 
data. They expect a comprehensive professional accounting 
service. 
There is evidence that the respect of lawyers for certified 
public accountants has been increasing in marked degree in 
recent years. Among government agencies, too, there are signs 
of greater understanding and respect than a decade ago— 
partly due, perhaps, to the activities of the Institute's Washing-
ton office. 
Among economists there appears to be a tendency to look 
down upon CPAs as technicians engaged in a narrow field of 
knowledge. Many deans and nonaccountant faculties of uni-
versities seem to share this attitude. Labor leaders have indi-
cated that they identify CPAs with management interests, and 
therefore regard them with suspicion, if not with hostility. 
The CPA's prestige has been increasing, especially in busi-
ness, financial, governmental, and legal circles. He is, however, 
not widely regarded as a leader. 
One decided advantage exists. CPAs have not gotten into 
serious trouble with any segment of the public. There is no 
strong antipathy towards them. Where they are not regarded 
with respect and favor, they are regarded with indifference. 
Thus—though they may have still much to do—they at least 
have little to undo. 
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"What's Wrong With Our Public Relations?" 
Many CPAs seem to believe that good public relations can 
be purchased, like a commodity—that by hiring experts it 
ought to be possible to improve the public's attitude toward the 
profession, to "educate the public" to understand CPAs. 
It is frequently suggested that stories and articles about the 
profession should appear in popular magazines of national cir-
culation, and that a CPA should be made the hero of a movie 
or a television program. The difficulties of accomplishing these 
things are formidable. Accounting is not as easily dramatized 
as the activities of other professions more directly involved with 
the personal problems of individuals. 
But even if these difficulties could be overcome it has been 
demonstrated that the public cannot be "educated" by such 
public-relations campaigns. While they might do some good, 
their lasting effect would be minimal. They would be very 
costly, and would divert the profession's energies and resources 
from matters of higher priority. 
The fact is that public opinion is far more directly shaped by 
what CPAs reveal themselves to be, both individually and 
through their professional organizations. 
Today, thousands of individual CPAs and small CPA firms 
are largely engaged in work of a relatively technical and routine 
character—bookkeeping, write-up work, tax returns, and so on. 
There is nothing wrong with this. It is useful work, and the 
community needs it. Indeed, it may actually lead to advisory 
services of a highly constructive character. But on the surface 
it may not appear to many people as the work of a creative 
and learned profession, capable of making constructive contri-
butions to decision-making at the highest levels. 
Again, some larger firms may appear to some observers to be 
simply engaged in the business of selling the time of staff men. 
The audit function, as viewed by the uninitiated, may appear 
to be a routine, mechanical task. Outsiders who get this im-
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pression are unlikely to think of CPAs as creative contributors 
to the public welfare. 
Another public-relations handicap is the fact that the ac-
counting profession is relatively young. There is always a great 
time lag in the formation of public attitudes toward anything. 
If someone formed the impression twenty years ago that a CPA 
was just a high-grade bookkeeper, the chances are that today, 
twenty years later, he has the same impression—unless he has 
had some personal experience which altered it. The tremendous 
advances which the CPA profession has made in the past twenty 
years have for the most part been noted only by those segments 
of the public that have had close relationships with CPAs. 
Twenty years from now the general public may have caught up. 
The public-relations problems of the profession are further 
complicated by the fact that CPAs generally deal with business 
organizations or institutions. Except in the tax field, CPAs do 
not often serve individuals as such. Thus only a small propor-
tion of the total population has direct personal relations with 
CPAs. In this respect, doctors and lawyers enjoy a tremendous 
advantage. 
Personal financial management has been suggested as a field 
in which CPAs could widen their direct association with indi-
viduals. Everyone has problems with money—budgeting, saving, 
banking, investment, insurance, education, medical care, and so 
on, in addition to taxes. CPAs could be useful consultants, even 
to salaried individuals, on how to manage their financial af-
fairs. While this type of service would probably not command 
fees which would justify a CPA's spending much time in it, it 
might be worth some sacrifice to enhance public goodwill. 
A cooperative effort to provide such service, either free or at 
nominal fees, also might be practicable. The Legal Aid So-
cieties, which serve somewhat similar purposes, have had high 
public-relations values for the legal profession. Through such 
organizations each practitioner can contribute a reasonable 
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amount of time, as doctors do in clinical work, without im-
pairing his regular practice. 
Family Affairs Month, sponsored by several state societies of 
CPAs, in cooperation with bankers, lawyers and insurance 
agents, may be the start of a movement in this direction. 
Another obstacle to good public relations for CPAs is the fact 
that the language of accounting is difficult for most people to 
understand. Financial statements are unintelligible to the aver-
age citizen. Numbers in any context frighten many people. They 
prefer to ignore accounting, and leave it to the experts. 
Educational requirements impress the average citizen. Those 
of the CPA profession are not as high as those of law or medi-
cine. In the schools of business, where most CPAs are educated, 
accounting is only a part—though an important part—of a cur-
riculum designed to train business managers. There are no pro-
fessional schools of accounting comparable to those of law, 
medicine and engineering. Such schools may not be necessary, 
or even desirable, but their absence leaves another gap in the 
identification process. 
Again, there are not as many CPAs as there are lawyers, doc-
tors, dentists or engineers. Ninety thousand individuals in a 
population of 180 million are not highly visible as people. Most 
citizens have no CPA as a neighbor, and will meet very few as 
members of a country club, or a church, or a parent-teachers 
association. The presence of about a quarter of a million lawyers 
in the country, by contrast, increases the possibility that the 
average citizen will have seen one. 
Still another disadvantage in identification of CPAs is the 
fact that there are many different kinds of accountants. There 
is, generally speaking, only one group of lawyers and one group 
of physicians. (People understand that osteopaths, chiroprac-
tors, and the like are "different," and may practice only in a 
limited area of the healing arts. 
But there are accountants in industry and government, and 
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many kinds of accountants offering services to the public: some 
licensed as "public accountants," others practicing without 
licenses as public accountants, independent accountants, just 
plain accountants, public bookkeepers, and tax consultants. This 
tends to confuse the public, although it now appears that most 
people who know anything about the subject know that CPAs 
are at the top of the list. Just why they are better, or just what 
they do that is different from the others, is probably less well 
understood. 
An important influence on the attitude of the public is the 
attitude of CPAs toward themselves. Until recently many CPAs 
have shown a reticence, an attitude of deference toward suc-
cessful business executives, bankers and lawyers, a hesitancy to 
engage in public controversy, a tendency toward introspection 
—all of which have created the impression of a group somewhat 
withdrawn from the centers of society where decisions are made. 
Many CPAs have found their outlets within their own pro-
fessional organizations. There they assert themselves aggres-
sively and engage in fierce controversy, while in public they 
have been for the most part quiet and unobtrusive. 
CPAs have also been "too busy" to do many of the things 
which would enhance their status in the eyes of the public. A 
tradition of the profession has been hard work and long hours. 
This is not, in all fairness, entirely the profession's fault. The 
demands of clients have outstripped the supply of competent 
personnel. CPAs have been under heavy pressure for decades to 
do the work that had to be done. It is hard to break the habit of 
working long hours, even when it is no longer necessary. 
Incomes of CPAs have risen steadily, and in recent years they 
have become relatively prosperous. This in turn may have dulled 
the spur to outside adventure. 
But in spite of all this thousands of CPAs have had the 
energy and have taken the time to give signal service to their 
communities and to their country. To them belongs much of 
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the credit for the generally favorable impression of the pro-
fession which does prevail in many quarters. 
The inescapable fact that certified public accountants are 
deeply interested in accounting may be a public-relations handi-
cap. Some CPAs develop elaborate accounting systems for their 
own practices. Time is one of the principal commodities for 
sale. Time sheets and time control loom large in the minds of 
most CPA firms—"chargeable time" is venerated. Too much 
of the other kind of time is regarded with suspicion. This often 
discourages partners, not to mention staff assistants, from get-
ting out into the world, meeting people and doing things— 
unless there is a discernible relationship to the possibility of ac-
quiring new business thereby. Even informal discussions with 
clients, for which no fee can be charged, are likely to be pushed 
aside in favor of jobs that need to be done at regular rates. All 
this tends to seal off CPAs, as people, from the rest of the com-
munity. 
One last inhibiting factor is legal liability. Fear of lawsuits 
restrains CPAs from expressing opinions on anything related to 
a professional engagement which cannot be backed up by in-
controvertible evidence, normally in the form of detailed work-
ing papers. Indirectly and subconsciously, this habit of thought 
may also restrain CPAs from freely expressing opinions even on 
matters where no legal liability could be involved. 
Since the preceding discussion may be regarded as unfairly 
critical, let it be said with all possible emphasis that all these 
disadvantages are being rapidly overcome. They will soon be 
things of the past. The younger members of the profession are 
seeing to that. The profession is on the verge of a breakthrough 
in public opinion. Its self-confidence is mounting; its numbers 
are growing; it is becoming more widely recognized; it is more 
widely engaged in public service. Like the legendary Lord Am-
herst, it has conquered all the Indians that came within its 
sight, and now looks around for other things to do. 
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The next question is, how can it do what it wants to do in 
improving its public relations? 
Imagery 
With that capacity for over-simplification for which it is so 
justly famous, Madison Avenue has presented the country with 
the term "image." This word is used in a context which suggests 
that it is possible to project a picture of oneself, or one's corpo-
ration, or one's profession which will be what people see when 
they look at it. This is not entirely true. 
Images are real and images are important. But they are in-
finite in number, complexity and variation. The image one has 
of himself affects the image he projects to others. But the image 
he projects will appear differently to different observers. Hardly 
any two people have the same image of a third. Each image 
is affected by the observer's conception of the other person's 
relation to himself, and this involves his own image of himself 
as well as the image of the other person.111 
Suppose a number of people were asked these questions: 
What do you think of accountants, of the accounting profession, 
of CPAs, of the American Institute of CPAs? Each person would 
probably give a different response to each question, and many 
would undoubtedly give responses to each question different 
from those of other persons. 
Some people say they dislike lawyers because they tend to 
charge too much and deliberately provoke litigation to make 
work for themselves. A person who made this statement, how-
ever, might well say that he liked his own lawyer, or the lawyer 
he played golf with, and respected him as an individual. 
Many people have a high regard for their own physicians, 
but think poorly of the American Medical Association or the 
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medical profession generally. Conversely some people admire 
doctors in general, but bitterly dislike particular doctors at 
whose hands they feel they have suffered. 
The fact that CPAs and CPA firms project different images 
is illustrated by the following summary of results of an attitude 
survey: Of six hundred clients of CPA firms, 22 per cent looked 
upon their accountants as a necessary evil; 72 per cent thought 
they made a real contribution to the profitability of the busi-
ness; 10 per cent were dissatisfied with the way the accountants 
performed their services; 6 per cent thought the CPAs' fees 
were too high, but 54 per cent thought they were reasonable. 
The vast majority of reactions were favorable, but clearly 
the "image" of the CPA varied considerably according to the 
experience of the different clients. 
The images of the profession as a whole, as represented by its 
national professional society, will likewise vary according to the 
reaction of various observers to the pronouncements, policies, 
attitudes and activities of the organization. 
As it became known in 1963 that members of the Accounting 
Principles Board were divided in their view as to how the in-
vestment credit should be accounted for, some commentators 
were critical, on the ground that the profession ought to be able 
to make up its mind and present a united front. But other ob-
servers were favorably impressed by the evidence that a sincere 
effort was being made to resolve a difficult problem on which 
legitimate differences of opinion could exist. 
To sum up, while the concept of images can be useful, it is 
dangerous to assume that it can be manipulated to one's own 
advantage. It is better to recognize that no one can please all 
the people all the time, that images vary, and that it is what 
CPAs do, not what they say about themselves, that makes the 
most significant impression. A CPA or firm can have a good 
image in some quarters, even though the profession as a whole 
has a bad one, or the profession as a whole can have a good 
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image in some quarters, even though many of its individual 
members have bad ones. 
It can be postulated that the public as a whole will never 
accept the image of the CPA, as typical of all CPAs, in a form 
which CPAs would like. 
As Others See Us 
As Robert Burns said, to see ourselves as others see us is a 
gift to be sought by invocation of a greater power. Yet this is 
the sound foundation of public relations. 
An indication of how a sophisticated observer views the pro-
fessions as a whole—and accounting incidentally—is provided 
in a recent article entitled "Some Problems in the Sociology of 
the Professions."112 
"Professional behavior may be defined in terms of four es-
sential attributes: a high degree of generalized and systematic 
knowledge; primary orientation to the community interest 
rather than to individual self-interest; a high degree of self-
control of behavior through codes of ethics internalized in the 
process of work socialization and through voluntary associations 
organized and operated by the work specialists themselves; and 
a system of rewards (monetary and honorary) that is primarily 
a set of symbols of work achievement and thus ends in them-
selves, not means to some end of individual self-interest.... 
"The emerging or marginal profession is an occupation 
which is not so clearly high or so clearly low on both of the 
first two attributes of professionalism—generalized knowledge 
and community orientation—that its status is clearly defined by 
itself and others. The emerging profession may be middle-
ranking on both of these dimensions or it may be higher on one 
dimension and lower on the other. Library work, social work, 
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pharmacy and accountancy are all examples of the emerging 
or marginal profession. 
"It is typical of the structure of the occupational group that is 
emerging as a profession that its members are not homogeneous 
with respect to the amount of knowledge and community orien-
tation they possess. . . . It is the elite of an emerging profession 
that takes the lead in pushing for the advancement of profes-
sionalism in its occupational group and in claiming public rec-
ognition of its new status. Toward these ends, they typically 
engage in behavior showing the following patterns. 
"The leaders of an emerging profession may acknowledge the 
present and obvious inadequacies of their group, but they com-
pare these inadequacies to ones that existed in the past among 
professions now fully established. . . . 
"In the attempt to express and strengthen the community 
orientation of their group, the leaders take pains to construct 
and publish a code of ethics. . . . 
"The leaders establish or try to strengthen a professional as-
sociation. In an established profession, such an association ef-
fectively carries on the several functions of self-control, social-
ization and education of the members, communications with the 
public, and the defense of professional interest against infringe-
ment by the public or other occupational groups. The emerging 
profession's association seeks to increase its effectiveness in all 
these functions. 
"Desiring prestige and support from the general public, the 
leaders will engage in a program of public information about 
the 'professional' services it provides and the 'professional' 
standards of community orientation it maintains. Such cam-
paigns are sometimes dismissed by outsiders as 'mere' public 
relations, that is, an attempt to flimflam the public with half-
truths and deceit. There may be such flimflammery in some 
public information campaigns by emerging professions, though 
often an aspiring profession is fooling itself as much as the pub-
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lic. Insofar as the public's ignorance is replaced with genuine 
facts about the emerging profession, facts which the public can 
test in the actual social reality, such public information cam-
paigns will effectively raise the professional status of an occu-
pational group. . . . 
"One of the essential attributes of the professional role . . . is 
autonomy, or self-control by the professionals themselves with 
regard to the development and application of the body of gen-
eralized knowledge in which they alone are exper t . . . . " 
CPAs today may fairly claim to be something more than an 
"emerging or marginal profession," but this is a fair description 
of what they used to be. The author of the quoted passages, 
chairman of the Department of Sociology at Barnard College, 
Columbia University, is not quite up to date in this respect, 
but what he says is shrewdly accurate nevertheless. 
What Can Be Done About It? 
The art of public relations, in the best sense of the term, can 
be extremely helpful in bringing to CPAs the recognition from 
some segments of the public which CPAs deserve. But no 
amount of money spent on public relations can bring them more 
recognition than they deserve. Public-relations effort can re-
veal what CPAs are really like. It cannot convince many people 
that CPAs are better than they really are. 
The process of revealing the truth takes place through many 
media of communication. Individual CPAs can tell their clients, 
face to face, what services they are equipped to perform, or even 
better what problems of the client they might be helpful in 
solving. 
Individual CPAs can make speeches or testify at legislative 
hearings on subjects of general public interest. This will show 
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that CPAs are both knowledgeable and concerned with the pub-
lic welfare. What they say on such occasions may be reported 
in the press to a wider audience. 
Professional societies can take positions on issues of the day, 
which show an understanding of complex problems and a con-
cern for the public welfare. 
Committees of professional societies can maintain close per-
sonal relations with other groups that have a direct interest, as 
consumers or collaborators, in the measurement and communi-
cation of financial and other economic data—for example, bank-
ers, financial analysts, government agencies, stock exchanges, 
lawyers, and so on. 
In a word, the communication of information which can 
be tested in the "actual social reality" and which is useful or 
interesting to various segments of the public—plus the ex-
pression of opinions, the giving of advice, the showing of con-
cern, about matters within the scope of the CPAs' competence 
—is the best way of doing the public-relations job. 
Rifle-shot targets. Auditing Statement No. 23, tightening up 
on reporting requirements, made a tremendously favorable im-
pression on bank credit men. The rule of ethics on indepen-
dence, prohibiting Institute members from having a financial 
interest in enterprises of which they were auditors, created a 
favorable reaction in investment circles. Testimony by the 
Institute's tax committee on proposed tax legislation, showing 
an objective approach and a thorough understanding of the 
issues, won Congressional applause. Television programs, in 
which panels of CPAs answer taxpayers' questions, have proved 
popular. A movie for high-school students, showing a day in 
the life of a CPA, has been well received and widely shown. 
All these messages are interesting and useful to the audiences 
to which they are directed. By contrast, pamphlets containing 
self-laudatory descriptions of the accounting profession, and 
393 
press releases inspired by a desire for publicity for its own sake 
are likely to be largely a waste of money and effort. 
What the individual can do. Individual CPAs can direct in-
teresting and helpful messages to people whom they meet in the 
ordinary course of daily life. CPAs should, and often do, par-
ticipate in community affairs—in the school, in the church, in 
the Chamber of Commerce, and in politics. But even in casual 
private conversation the expression of their carefully considered 
opinions on issues of interest to those who listen helps to form 
an ever widening circle of respectful acquaintances. 
The state societies and the Institute should help their mem-
bers by showing them how to improve their own public rela-
tions. The Professional Development clinic on "Improving 
Client Relations," and the bulletin on client relations are good 
steps in this direction. 
The societies' part. A continuing responsibility of the profes-
sional societies is to channel information through all available 
media to selected audiences who have a legitimate interest in 
that information. This is a job for a full-time staff, requiring 
incessant effort. 
The societies should also review their policies with an eye to 
public reaction. Do their attitudes on legislation to regulate the 
profession suggest a monopolistic approach, or do they show a 
magnanimous attitude and a concern for the public welfare? 
Do their rules of ethics suggest a desire to restrict competition, 
protect the incompetent, and escape responsibility, or do they 
give the impression of an independent, forward-looking profes-
sion, determined to discipline itself for the benefit of the public 
as a whole? 
Do the spokesmen for the profession on legislation or public 
policy give the impression that they are trying to please their 
clients or to identify themselves with powerful interests? Or do 
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they appear to be giving thoughtful and candid views in an 
objective effort to solve a problem of national concern? 
In answering these questions the advice of outside public-
relations counsel can be enormously helpful. 
Public policy. It would be helpful if spokesmen for the pro-
fession took strong stands on public questions, even at the risk 
of offending some elements of the populace. 
In ten or twenty years, CPAs should be speaking authori-
tatively not only on issues related to taxes and securities regu-
lation, but on such matters as international trade, the balance of 
payments, labor relations, budgetary policy, physical and mone-
tary controls, financial controls in government, the processes by 
which government regulates business activities, and the merits 
and demerits of economic planning. 
Economic education. CPAs may have a prominent part in 
efforts to improve the economic and financial education of the 
public. This has been suggested by business leaders. It does not 
seem to be a project which CPAs could take on alone. But they 
could be helpful, for example, in illuminating the function of 
profit in a free-enterprise economy, and in showing how free 
enterprise creates and distributes wealth. 
Any such undertaking, however, should be approached with 
caution. When a president of a company says that CPAs should 
take an active part in the economic and financial education of 
the public, he may really mean that CPAs should assist in pro-
mulgating his point of view. It would be unwise for the account-
ing profession to identify itself with any special point of view. 
Its role in public affairs should be entirely its own—that of an 
objective, technically qualified, professional group. 
The CPA's close relationship with managements—his clients 
—may subconsciously influence him to accept management's 
viewpoint on economic, social and political matters. But just 
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as the CPA can be of greater value to a client by holding a 
firmly independent view on the presentation of financial state-
ments, so the CPA profession can be of greater value to the free-
enterprise system by holding a firmly independent point of view 
on public affairs. 
If the profession were suspected of having a bias for or 
against management, labor, or government, then everything it 
said would be heavily discounted. It might be regarded as 
merely another minor pressure group. 
Nothing adds more to the respect with which any group is 
regarded than to take public positions on questions of principle 
which are known to be unpopular in circles which have an in-
fluence on the group's fortunes. 
Professional literature. The literature of the profession should 
be composed with a view to the impression it may create on 
outsiders. If accounting is imbued with public interest, then 
students in other disciplines will turn to accounting literature 
to learn more about it. Too much concern with detail, too much 
technical jargon, impedes the process of communication. Ac-
countants should write even for their own journals with the pos-
sibility of public consumption in mind, instead of assuming 
that they will find readers only within the profession. 
CPAs should also be encouraged to write on accounting mat-
ters for nontechnical publications—interpreting the impact of 
accounting on affairs highly charged with public interest, in 
business, in government, in community life. 
More public speaking also should be done by CPAs before 
outside groups. One of the indications of inbreeding is the fact 
that CPAs talk more to each other than they do to other people. 
An analysis of public speaking done by partners and staff of a 
large accounting firm showed that 92 per cent of all the talks 
were made to accounting groups. 
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The schools. Universities and students constitute an audience 
of special significance. Twenty years from now some of today's 
students will be moving into positions of control in the ac-
counting profession. Others will hold top positions in business 
and government. No efforts should be spared to inform the best 
students that accounting has an important role to play in the 
economy. In this, university professors and deans can be most 
helpful. 
Noncertified accountants. It will not add to the stature of 
CPAs to display an attitude of hostility toward those in their 
own field who are less well qualified—the noncertified account-
ants. The public sympathizes with the underdog. 
Standards must be maintained at any cost. There should be 
no compromise which tends to lower the status of the CPA cer-
tificate itself. But an attitude of friendly helpfulness toward non-
certified accountants would be likely to attract favorable public 
attention. Evidence of an interest in improving the quality of 
accounting service received by the public at all levels should 
strengthen the CPA's position. 
A medical profession which paid no attention to the stan-
dards or conduct of nurses or pharmacists, would hardly be 
regarded as discharging its full social obligation. Leadership 
in any field carries with it some responsibility for what is hap-
pening throughout the field. 
Government. Since it seems certain that government will 
intervene more and more in economic affairs, and many ques-
tions with which government deals involve the measurement 
and communication of financial and economic data, govern-
ment officials will need and welcome advice and help from 
CPAs. The profession has already supplied much assistance to 
various government agencies, but it should provide much more, 
through committees, consultants, or staff of the professional 
societies. 
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Individual members of the profession should make them-
selves available for tours of duty in Washington, as many have 
already done, when special problems arise which require the 
continuous time and attention of a highly qualified CPA. 
Many young lawyers devote a year or two of their profes-
sional lives to public service. The experience has been helpful 
to both the lawyers and the government, which cannot always 
afford high-caliber men on a permanent basis. In larger law 
firms, it is sometimes difficult to arrange leaves of absence for 
this purpose, and the present conflict-of-interest laws have 
thrown unnecessary obstacles in the way. Nevertheless, there 
are many able lawyers in high government posts who intend to 
return to practice when their job is done. It may be hoped that 
CPAs will go and do likewise in the next decade. 
Taxpayer's lookout? The Federal Government alone spends 
about one-fifth of the entire gross national product. Its finan-
cial controls should be under constant re-examination in order 
to prevent waste or inefficiency. 
The General Accounting Office and the Bureau of the 
Budget have quietly done a heroic job in recent years to im-
prove the controls over expenditure of public funds. The very 
magnitude of government operations, however, makes the task 
one that can never be completed. 
The CPA profession might well constitute itself as a kind of 
sentinel to watch the public purse, somewhat as the bar associ-
ations have constituted themselves the sentinels over the ad-
ministration of justice. The CPA profession could represent the 
interests of all citizens—not to criticize or attack government 
officials who are trying to do a good job, but to call attention 
to weaknesses in financial controls, and offer helpful advice on 
how to correct them. 
The state societies should adopt a parallel course of action 
in relations with state governments. Individual CPAs add to 
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their laurels by developing similar relationships with local gov-
ernments. 
Top management. The profession's relations with business 
management should not be taken for granted. Each CPA, of 
course, has a special relationship with the managers of the 
businesses which are his clients. Smaller CPA firms are likely 
to deal with the top management of client companies. In larger 
companies, however, relations with the CPAs are often dele-
gated to the controller or the financial vice-president. The 
president may know little, and care less, about what the CPAs 
are doing. 
Corporate managers are generally impervious to propaganda, 
and they are not easy to reach personally. Nevertheless, it is very 
important to CPAs that presidents of companies understand the 
significance of the accounting profession's role in the free-enter-
prise system. In the development of accounting principles, for 
example, CPAs are indirectly protecting management from 
government regulation of financial reporting. 
The best way to communicate with presidents may be to 
deal directly with the top corporate executives on an industry-
by-industry basis, possibly through their trade associations. 
As CPAs become more widely recognized as masters of in-
ternal information systems, they are likely to find themselves in 
a more intimate relationship with top management. The deci-
sion-makers must rely heavily on the people who are closest to 
the information system. CPAs are likely to be asked for general 
advice on business problems not necessarily directly related to 
their peculiar professional skills. They may be expected to 
draw on their broad experience, their observation, and their 
general understanding of the environment to express opinions 
on matters of high policy. 
This has already happened to a considerable extent in the 
legal profession. Lawyers originally retained to render strictly 
legal service have gradually found themselves drawn into the 
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counsels of top management, simply because their views on 
almost any subject were respected. 
The fact that many CPAs have become presidents of corpora-
tions in recent years indicates that they too are capable of deal-
ing with business problems in the broadest terms. 
The press. Relations with the press are requiring more and 
more attention. What CPAs do is becoming more widely recog-
nized as having a bearing on other people's fortunes. People are 
beginning to regard CPAs as having ideas worth hearing. 
Naturally, the press is developing an increasing curiosity about 
the profession: the people in it, what they do, its organizations, 
its policies, attitudes and tribal rituals. However, what the press 
publishes as a result of its inquiries is not always gratifying to 
CPAs. The kind of publicity they want, naturally, is a favorable 
representation of their profession as a whole. 
Editors and reporters, however, are not interested in general 
representations of groups of people as a whole. Reputable publi-
cations do not print self-laudatory handouts released by the 
headquarters of professional societies. The editor's job is to 
publish the news, and news consists mainly of what real people 
do and say. Names, dates, places and hard facts are essential. 
Editors and reporters also desire to make their stories inter-
esting to readers. Statements that all is well are not particularly 
exciting. Problems, failures, conflicts and personalities make 
better reading. 
To CPAs who have not had the experience, it is unsettling 
to be approached by a reporter who probes, not always tact-
fully, for facts, opinions and attitudes, the publication of which 
may not be flattering to the CPA who is being interviewed. If 
the story, when published, is not entirely favorable from the 
viewpoint of the CPA, he is seized by an impulse to tell that 
reporter never to darken his door again. 
But this impulse should be resisted. A display of irritation 
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gives the impression of lack of confidence. Lack of confidence 
suggests a sensitive area. This may provoke the reporter's curi-
osity. If he pursues the matter, he will get what information he 
can, from whatever sources he can find, and write another story 
anyway. This is likely to be less accurate and more biased than 
if he had had access to information from the person who knew 
most about the subject. 
Most journalists try to be fair—fair to the readers as well as 
to the source of news—but experience inclines them toward 
cynicism. They are accustomed to having people try to evade 
their questions, or to influence them to print what is most 
favorable to the source. In a sense, a good journalist is some-
thing like a good auditor. He tries to be independent and ob-
jective and to call the shots as he sees them, not as someone else 
would like to have them presented. 
Being criticized in the public press is part of the process of 
maturing. Every important organization must expect it. Some-
times criticism is deserved, and serves a useful purpose. Some-
times it is not deserved, being based on misunderstanding or 
prejudice. In any event, no group which plays an important 
part in society can hope to avoid some unfavorable publicity. 
It is impossible to please everybody, and there will always be 
those who disagree with any point of view any organization 
may express. 
To refuse to talk to reporters or attempt to avoid them is 
likely to result only in the publication of less accurate and less 
sympathetic stories. The only sensible approach is to welcome 
the press when its representatives appear on legitimate errands, 
and to respond to their questions with candor. If the results are 
unpleasant, one must shrug them off. People in public life have 
to develop skins thick enough to withstand criticism, even if it 
seems unfair, and CPAs are rapidly entering the arena of pub-
lic life. 
CPAs do not wish to be ignored. They pride themselves on 
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their contribution to society. As measurers, interpreters, and 
communicators of financial data, they are intermediaries be-
tween investors and management, between taxpayers and gov-
ernment, between borrowers and lenders. People will make 
important decisions based in part on the opinions of CPAs. The 
public has a right to know about a profession which performs 
such important services, and about its individual members. It 
must protect the confidential relationships with clients, but with 
regard to its own affairs the CPA profession should be prepared 
to live in a goldfish bowl. 
The press regards itself as a representative of the public. To 
be at odds with it may be interpreted as being at odds with the 
public. Refusal to comment on a matter of legitimate public 
interest may appear to reflect indifference to public opinion. 
To receive the full measure of public recognition to which it 
is entitled, the CPA profession must manage its press relations 
confidently and unemotionally—and take the bumps that come. 
Standards. The underpinning of the profession's public rela-
tions is its standards. In the long run it will be judged by the 
quality of its performance. This in turn depends on the quality 
of its personnel, their educational background, requirements 
for admission to the profession, their research activities, tech-
nical competence and ethical behavior. Improvement in these 
areas will inevitably win favorable public attention. Without 
the solid foundation of professional standards no amount of 
public-relations activity will accomplish the desired results. 
How To Get The Job Done 
Public relations have no limits. Public relations cannot be 
compartmentalized as a separate activity. Every word and every 
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action of each individual CPA and of each professional society 
has some effect on public opinion. 
It is, therefore, impossible to organize a specific program 
which will win affection for CPAs. No committee, no public-
relations counsel, and no staff specialists can make the profes-
sion look like what it isn't. Ideal results can be accomplished 
only when every individual CPA measures up to the ideal. 
The professional organizations can do two things. First, they 
can help their members to understand public attitudes and to 
utilize available channels of communication. Second, they can 
also participate effectively in the communications process by 
seeing to it that information of interest to various segments of 
the public reaches them in intelligible form. This is primarily 
a staff function for skilled communicators. 
The social obligation of the CPA profession must be dis-
charged both by its individual members and by its professional 
societies. The division of labor is not easy to define. On certain 
kinds of questions it is necessary for statements to be made or 
actions to be taken on behalf of the profession as a whole. How-
ever, this does not mean that individual CPAs should not also 
express their opinions on questions of broad public interest. 
CPAs as a group may have been too much inclined to let 
their professional societies do all the talking for them. If an 
individual CPA feels that he has a contribution to make, there 
is no reason why he should not testify on proposed legislation, 
for example, even though his views may differ from those of the 
Institute committee concerned. Indeed, individual opinions are 
sometimes more incisive than those formulated by committees, 
which often compromise differences of viewpoint among their 
members. 
The institutional approach to controversial subjects fre-
quently seems ultra-conservative and unimaginative. When 
groups of people make collective decisions they tend to defend 
the status quo, because some of them fear the results of untried 
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alternatives. An individual who strongly advocates something 
in which he sincerely believes may be a more effective witness 
than the chairman of a committee who must confine his state-
ments to the areas on which a majority of his members could 
agree. 
It should not be regarded as unfortunate if an individual 
member of the profession takes a public position contrary to 
that of the professional organizations. He may be wrong, but 
he may be right. The conflicting testimony will be weighed on 
its merits, and the most persuasive will prevail. In any event 
activity of this sort by individual CPAs shows vitality within the 
profession. It also contradicts any impression that the organized 
profession does not welcome opposition and tries to force its 
members to support a party line. 
Some CPA firms are beginning to recognize that they have a 
public-relations responsibility as firms, as well as members of 
an organized profession. Some of them are testifying at legis-
lative hearings, are responding to questions by the press, and 
through speeches by partners are taking positions on controver-
sial matters. The motivation is not, as some members of the 
profession incorrectly suspect, to advertise their firms, but to 
discharge what they consider to be their responsibility as citi-
zens and professional men. If every CPA firm, no matter how 
small, conscientiously adopted the same attitude, and to the ex-
tent appropriate followed a similar course in their own com-
munities, public respect for the profession would mount rapidly. 
It has been noted by outside observers that CPAs seem some-
what inbred. They talk mostly to each other. Their activities 
outside their own practices are largely within their own profes-
sional organizations. Perhaps the state societies and the Insti-
tute offer individual CPAs the most readily available oppor-
tunity to achieve some personal prominence. Service on commit-
tees or election to office in a professional society is a distinction 
which properly reflects credit on the individual who serves. 
But it may well be that too much time is being spent by too 
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many CPAs in the purely administrative aspects of their pro-
fessional societies. Over the years countless hours have been 
spent in protracted debates on relatively trivial matters — 
amendments to by-laws; the price which should be charged for 
a particular publication; whether or not a member should be 
dropped for nonpayment of dues; whether one of the society's 
employees should get a raise in salary or not. 
Matters of this kind should be settled by an officer or by a 
small subcommittee. Boards of directors and committees of the 
professional societies should spend most of their time on policy 
questions and plans for the future, delegating authority to 
execute policies and to make interim administrative decisions 
to individuals or small subgroups. More time should be devoted 
by members of the profession to participation in public affairs, 
or in organizations outside their own professional societies, 
bringing to bear their specialized knowledge on problems with 
which they are better equipped than others to deal. 
In attempting to assist their members in improving their own 
public relations, the professional organizations should direct 
their efforts mainly to the young—students, staff assistants and 
younger partners. It is difficult for older men to change their 
habits and attitudes. Someone has said that arguments with 
people over fifty years of age accomplish nothing but to rein-
force their prejudices. 
Since change will be the order of the day in the next ten or 
twenty years, the most fruitful results will come from working 
with the younger members of the profession who will be assum-
ing positions of responsibility by that time. The universities and 
the firms will be training them to meet the needs of clients for 
technical assistance in the changing environment. Who will be 
training them for leadership in meeting the profession's social 
obligation? The state societies and the Institute must assume 
some responsibility for this task. 
That part of the communication process which appropriately 
falls to the professional organizations, while secondary in im-
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portance to the behavior of CPAs themselves, is nevertheless es-
sential. It is also costly. It requires the assistance of specialists 
—writers, editors, media experts, and students of public opinion. 
The systematic transmission of information to interested 
groups must be decentralized. The Institute should deal with 
the Federal Government, national organizations and publica-
tions of national circulation. State societies should deal with 
corresponding groups at the local level, through whatever media 
are available in their own communities. To do this job thor-
oughly will require the expenditure of much larger sums of 
money than have been available for this purpose in the past. 
Conclusion 
The only ceiling imposed on the stature of the accounting 
profession will be fabricated by the profession itself. The poten-
tial public interest in its work is vital. But if CPAs have too 
limited a view of their function, if they are reluctant to say 
what they think, if they hesitate to venture into new areas of 
service, they will not gain the respect of the public which is 
essential if they are to be entrusted with the responsibilities of 
leadership. 
No massive public-relations campaign will change funda-
mental attitudes of the American public toward the accounting 
profession. Only what CPAs say and do will accomplish that. 
But effective communication of what they say and do, to those 
segments of the public which have a legitimate interest in it, 
is indispensable. 
The responsibilities of the professional accounting societies 
are to guide their members in adapting to change, to give evi-
dence of their concern for the public interest, and to carry out 
the processes of effective communication. 
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CPAs have one great advantage in the realm of public 
opinion. Nobody is strongly against them. They have a clean 
slate to write on. 
What they write on the slate, by deed and word, in the com-
ing years will determine their status in society. 
If the deeds and words demonstrate a consciousness of the 
profession's social obligation, and a genuine concern for the 
public interest, the CPAs of the 1980's will enjoy honors and 
rewards beyond the wildest dreams of their predecessors. 
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CHAPTER 17 
Legal Liability 
T H E UNCERTAINTIES of the CPA's legal liabilities 
may impede full discharge of his social obligation. The absence 
of any limits on financial claims which may be asserted against 
CPA firms, together with the vagueness of existing definition 
of their liability, constitute a threat to the very existence 
of a CPA firm every time it puts its name on an opinion on 
financial statements, offers tax advice or performs services for 
management. 
The presence of this threat has an inhibiting effect on the 
profession's initiative. It induces defensive and protective atti-
tudes. It may deter CPAs from the free expression of their pro-
fessional opinions in matters which might be helpful to their 
clients and to the public. 
The wording of the standard short form of auditor's 
opinion, and the wording of the statements of auditing stan-
dards and procedures which it incorporates by reference, have 
necessarily been prepared with the utmost care in the light of 
their possible citation in courts of law as an indication of the 
extent of the responsibility a CPA assumes. Like the "fine print" 
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in insurance policies, the auditor's opinion is sometimes re-
garded by the public as something designed to protect the 
writer, rather than to inform the reader, and therefore not of 
much interest to the latter. 
Any extension of the CPA's attest function, as suggested in 
earlier chapters of this book, to data other than the conven-
tional balance sheet and income statement, could be discouraged 
by its possible effects on legal liability. 
Other professions also suffer from an increasing number of 
claims for damages based on alleged negligence, fraud or mal-
practice on the part of the practitioners concerned. Physicians 
and lawyers are harassed more and more frequently through 
lawsuits of this nature. The public suffers as a consequence, 
since its professional advisers become more and more cautious. 
It is said that physicians sometimes hesitate to help strangers 
in emergencies, for fear that they will be sued later for alleged 
improper decision or action. 
But the CPA profession is in a worse position than others be-
cause of the nature of its service. The financial representations 
on which CPAs express opinions necessarily involve elements of 
judgment and estimates of the effect of future events. No one 
can be certain at a given date, despite the most meticulous ob-
servance of auditing standards, that a reserve for bad debts will 
prove to be adequate, that inventories will eventually bring a 
price no less than the amount ascribed to them in the state-
ments, that facilities will not prove to be obsolete earlier than 
expected or that unforeseen contingencies affecting the current 
statements might not occur. 
In the light of hindsight, a jury may easily reach the con-
clusion that a CPA should have extended his audit steps or 
arrived at different judgments, even though at the time of the 
audit he complied strictly with generally accepted auditing 
standards. 
The authoritative work on accountants' legal responsibility 
outlines the basic legal principles involved, and analyzes leading 
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cases—relatively few in number in the United States—which 
indicate how these principles may be applied in specific cir-
cumstances.113 Many articles have been written on a number of 
important cases that have occurred since the publication of 
that book.114 The Institute has also provided a professional-
development course on accountants' legal responsibilities. It is 
therefore unnecessary to attempt an extended discussion of the 
subject here. It will be sufficient to outline the problem in 
broad terms and suggest what might be done about it. 
Liability to Clients 
Liability to clients is of a contractual nature. The contract 
may be formalized in explicit writing. Normally, however, the 
understanding is oral, or, if expressed in writing, as in a letter, it 
is stated in general terms. In such cases, if an audit is the service 
to be rendered, performance will be judged in accordance with 
generally accepted auditing standards. Official publications of 
the Institute on auditing standards and procedures, therefore, 
are a protection to the profession. They may be cited in court 
as evidence of accepted standards. Compliance with these stand-
ards reduces the possibility of successful claims alleging negli-
gence. 
No comparable standards as yet exist in tax practice or man-
agement services, so juries and judges must decide cases in 
these areas without guidance from the profession itself. 
It has been asserted that if a CPA knew that his report was 
to be used by a particular person other than his client, an im-
plied contractual responsibility existed with respect to that third 
party also. The possibility that such an assertion might be sus-
tained cannot be overlooked. 
Many of the claims lodged against CPA firms have resulted 
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from failure to discover defalcations. The modern approach to 
auditing by means of testing and sampling, rather than by de-
tailed check of all transactions, always leaves open the possi-
bility of failure to catch embezzlement or other irregularities on 
the part of employees. Collusive action by several key officers 
or employees involving falsification of records may be impos-
sible to discover by ordinary audit procedures. The amounts 
stolen may not be material in relation to the financial position 
or income of a company, even though substantial in absolute 
terms, and this increases the possibility that they may not be 
discovered by the usual audit tests. 
A surety company which has written fidelity bonds on em-
ployees who embezzle funds will reimburse the employer for the 
losses incurred to the extent of the fidelity-bond coverage. Upon 
such payment, the surety company becomes subrogated to what-
ever claims the client may have had against the accountant for 
alleged negligence or fraud in the performance of the audit. In 
other words, the surety company succeeds to the contractual re-
lationship which the client had enjoyed with the accountant. 
The surety company may, therefore, sue the accountant for al-
leged negligence or fraud. 
Liability to clients under the contractual relation is not con-
fined, however, to audit engagements. Tax practice may also 
be involved. A substantial number of claims against CPAs have 
been based on failure to make out tax returns correctly, or to 
file them in time, or on allegedly unsound advice on tax ques-
tions which resulted in financial loss to the client. 
Liability to Third Parties 
Theoretically, in the absence of special statutory provisions 
such as those in the Federal Securities Act, which will be dis-
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cussed below, there is no liability for mere negligence to persons 
with whom no contractual relationship exists. A possible ex-
ception is a situation in which it was known to the accountant 
that a "third party" was the one for whose primary benefit the 
financial statement audited by the accountant was intended. 
However, the theoretical assumption that liability for mere 
negligence is ordinarily limited to clients has been modified by 
court decisions holding that a false representation of fact (as 
distinguished from belief or opinion) as true, to the knowledge 
of the accountant, creates liability to third parties even if the 
accountant believed it to be true and had no intent to deceive. 
This rule emphasizes the vital distinction between representa-
tions of fact and expressions of opinion. 
It is, of course, established that there is liability to third par-
ties for intentional, deliberate fraud. However, under the lead-
ing decisions, gross negligence may be evidence of fraud, in that 
even the expression of an opinion may be a fraudulent repre-
sentation if there is not a sincere and honest belief in that opin-
ion. If an audit has been so negligent as to justify a finding that 
the accountant could have had no genuine belief in its ade-
quacy, this may be held to be fraud. 
As a result of these decisions, the distinction between negli-
gence and fraud has become unclear to laymen—and therefore 
to jurors. It is no longer necessary to prove intentional wrong-
doing to support an allegation of fraud, and thus to establish 
a potential liability on the part of auditors to all persons who 
may rely on their opinions. 
Liability Under Securities Acts 
The Federal Securities Act of 1933 and the Federal Securi-
ties Exchange Act of 1934 impose statutory liabilities on inde-
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pendent auditors, the effects of which are stated by Saul Levy 
as follows:115 
"1. Any person acquiring securities described in the Registra-
tion Statement may sue the accountant, regardless of the fact 
that he is not the client of the accountant. 
"2. His claim may be based upon an alleged false statement 
or misleading omission in the financial statements, which con-
stitutes a prima facie case. The plaintiff does not have the 
further burden of proving that the accountants were negligent 
or fraudulent in certifying to the financial statements involved. 
"3. The plaintiff does not have to prove that he relied upon 
the statement or that the loss which he suffered was the proxi-
mate result of the falsity or misleading character of the finan-
cial statement. 
"4. The accountant has thrust upon him the burden of 
establishing his freedom from negligence and fraud by proving 
that he had, after reasonable investigation, reasonable ground 
to believe and did believe that the financial statements to which 
he certified, were true not only as of the date of the financial 
statements, but beyond that, as of the time when the registra-
tion statement became effective. 
"5. The accountant has the burden of establishing by way 
of defense or in reduction of alleged damages, that the loss of 
the plaintiff resulted in whole or in part from causes other than 
the false statements or the misleading omissions in the financial 
statements. Under the common law it would have been part of 
the plaintiff's affirmative case to prove that the damages which 
he claims he sustained were proximately caused by the negli-
gence or fraud of the accountants." 
The possibility of a multitude of lawsuits against a single ac-
counting firm which had certified the statements of a company 
whose stock had suddenly taken a sharp plunge in the market 
is frightening. Even if the firm were exonerated of all liability 
eventually, the burden and cost of the defense could well be 
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catastrophic. The adverse publicity and possible impairment of 
client confidence could be permanently damaging. 
What Can Be Done? 
No other profession, it is believed, is exposed to such onerous 
financial responsibilities for errors involving neither deliberate 
intent to deceive nor gross incompetence. The potential finan-
cial liabilities are out of all proportion to the fees received. "Let 
the punishment fit the crime" has been totally ignored in this 
field of law. 
The fact that juries and judges do not usually understand the 
technical aspects of accounting and auditing, particularly the 
wide areas of judgment involved, may be largely responsible 
for the present state of affairs. Numbers, to most people, imply 
precision, and since financial statements are expressed in num-
bers, it can easily be assumed by the uninitiated that they are 
subject to precise verification. 
Before considering remedial action, it must be stated at the 
outset that no profession should wish to deny proper legal re-
sponsibility for negligence or fraud on the part of its members. 
The existence of legal responsibility is an assurance to the public 
that the profession may be relied on. It is a fundamental prin-
ciple of law that in work requiring peculiar skill a person who 
offers his services is understood to be holding himself out to 
the public as possessing the degree of skill commonly possessed 
by others in the same calling. 
J. E. Sterrett, one of the early leaders of the profession, said 
in a paper read at a professional meeting in 1908: "The effect 
of a clearly defined civil liability will be salutary. It will give 
confidence to the business public in the accountant's certificate 
as nothing else will do and, while the best accountants today 
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recognize their moral responsibility quite as much as it will 
ever be necessary for them to recognize any legal responsibility, 
the knowledge that a civil and possibly a criminal liability at-
taches to them will deter the careless or the indifferent." 
The problem confronting the profession today is to see to it 
that the liability is "clearly defined," and that the extent of 
damages bears some reasonable relationship to the gravity of 
the accountant's offense. A CPA who honestly performs an 
audit for a fee of a thousand dollars, and conforms to generally 
accepted auditing standards, should not be held liable for per-
haps hundreds of thousands of dollars to third parties with 
whom he has no contractual relationships, simply because years 
later a jury decides that if he had taken steps which he did not 
take the plaintiff's loss would not have occurred. 
Insurance. The immediate response to extension of legal lia-
bility is insurance. 
Professional men may be reluctant to admit that it is neces-
sary to have this sort of protection, as it may imply some doubt 
as to whether their standards of practice are adequate. But in 
spite of this reluctance, lawyers, physicians and certified public 
accountants have found it necessary to protect themselves with 
liability coverage. The policies normally provide that the in-
surance company will bear the legal cost of defending claims. 
This in itself is a great protection, since even the cost of winning 
a lawsuit may be substantial. 
But insurance will not compensate the firm for the time of 
partners and staff required to participate in the defense. It 
cannot possibly protect them against the nervous and mental 
strain involved in defending an action in which the honor and 
reputation of the firm are involved. Insurance cannot offset the 
publicity arising from a lawsuit, which may be more damag-
ing to a CPA firm than the financial penalties. 
For these reasons, more claims against CPAs are settled out 
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of court than are litigated. If a proposed settlement seems to 
be "good business," in the light of the probable costs of defense 
and the risk of failure, a CPA firm is tempted to settle regard-
less of the merits of the case, even if confident of its innocence. 
These conditions have encouraged a form of genteel black-
mail known as "strike suits." Claims of doubtful merit may be 
made against CPA firms in the expectation that they would 
rather pay than incur the disagreeable consequences of litiga-
tion. 
Insurance offers no permanent solution of the problem. If 
claims become too numerous or too large, underwriters will re-
fuse the risk or will raise premiums ultimately to a point at 
which the impact on fees would be intolerable. Clients will not 
pay CPAs enough to cover them against any and all claims, 
however unjust, for unpredictable amounts. 
Agreements. A partial remedy in one area of liability has 
been attempted by the Institute through agreements with 
surety companies not to sue members of the Institute unless 
a committee of impartial observers finds that affirmatively 
criminal or dishonest acts or gross negligence on the part of the 
auditor may be involved in the case. A number of surety com-
panies entered into such an agreement, in recognition of the 
fact that accountants are not insurers, and that the surety com-
panies themselves were paid through premiums on fidelity 
bonds for assuming the risks of defalcations. Other companies, 
however, refused to sign the agreement on the ground that they 
could not voluntarily renounce any legal rights. 
Some law firms have worked out methods whereby settle-
ments of cases against them could be arrived at by impartial 
arbitration without entailing the publicity that litigation is 
likely to arouse. The Institute should explore the possibility of 
establishing similar procedures. 
But voluntary cooperation with potential plaintiffs offers no 
certain or comprehensive protection against unjust claims. 
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Testimony. Expert testimony against defendant CPAs is of 
great importance. Juries and judges may be heavily influenced 
by the testimony of other certified public accountants indicat-
ing negligence on the part of the defendant. Unfortunately, 
some CPAs have been willing to testify against their colleagues 
even in cases involving close questions of auditing procedure, 
in which no affirmatively dishonest or criminal act was charged 
and no evidence of gross incompetence existed. 
No profession should conspire against the public by attempt-
ing to prevent members from testifying against fellow prac-
titioners who may be guilty of wrongdoing. However, it may be 
questioned whether it is proper for a professional man to testify 
against a colleague when there is real doubt as to whether he 
failed to conform with professional standards or not. An honest 
practitioner should have the benefit of the doubt. 
Perhaps the Institute should consider adoption of a rule of 
ethics prohibiting testimony against other members of the pro-
fession unless the witness can justify a belief that there were 
affirmatively dishonest or criminal acts or gross negligence 
involved in the case. 
If such a rule should prove unenforceable on constitutional 
grounds—restriction of free speech—at least an admonitory 
resolution could be adopted, letting it be known that such con-
duct is regarded as unprofessional and is disapproved by the 
membership. 
On the other hand, the Institute should provide expert 
testimony, and intervene as friend of the court when permitted, 
in support of CPAs who are the object of claims believed to 
be unjustified. 
Statutory relief. Consideration has been given to the possi-
bility of statutory clarification of the liabilities of CPAs and 
other professional practitioners. However, the difficulties of 
bringing about enactment of state laws for this purpose would 
be immense. This course of action is not considered practicable. 
417 
Amendment of the unfair liability provisions of the Securi-
ties Acts, however, may not be impossible. These harsh provi-
sions were enacted in a punitive atmosphere following the stock-
market crash of 1929. In today's environment Congress might 
be persuaded that the burdens imposed on auditors and other 
experts involved in the registration of securities are unreason-
able. Serious consideration should be given to this possibility. 
Education. CPAs should discuss with other professional 
groups the desirability of a joint effort to inform the public and 
the judiciary of the harm which society may suffer if unreason-
able liabilities are imposed on professional men merely for 
honest errors. The result can only be to inhibit the free exercise 
of professional judgment, to hedge professional opinions with 
disclaimers, to avoid cases involving risks, and thus to deprive 
the public of skilled advice and service on which it can rely 
with confidence. It should be made clear, also, that increasing 
claims against professional practitioners inevitably require 
higher fees to cover the financial risks of practice, and these 
must come out of the public's pocket. 
Resistance. In the last analysis there is only one remedy: to 
fight meritorious cases all the way up to the highest courts. 
While the applicable principles of law may be firmly estab-
lished, there is a wide area of subjective judgment in applica-
tion of the law to the facts. Sound and helpful precedents could 
be established by court decisions properly weighing the facts. 
Probably no firm would relish the prospect of fighting its case 
alone. But if the Institute could persuade all its members to 
present a united front against unjust claims, much might be 
accomplished. The Institute could advise members as to whether 
claims against them appeared to be unjust or irresponsible, and 
whether or not they should be resisted. The Institute should put 
its legal counsel and technical staff at the disposal of any firm 
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who was defending a meritorious case. While it could not com-
pensate the partners for the time and mental strain involved in 
defense, it could provide financial assistance if necessary. 
There are too many settlements merely to avoid litigation. 
The more difficult it becomes to get a settlement out of court, 
the less likelihood there is of increasing claims. The best hope of 
avoiding intolerable liability is to refuse to settle and to fight 
cases in the courts. 
Conclusion 
It is time for a thoroughgoing review of the entire subject of 
accountants' liability. Many claims are being made and settled 
about which the facts are not known to anyone but the parties 
at interest. A confidential inquiry might disclose trends of 
which the profession as a whole should be aware. 
With the advice of legal counsel and underwriters of liability 
insurance, consideration should be given to the remedial steps 
suggested in this chapter and any others which may come from 
other sources. 
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SECTION IV 
T H E S T R U C T U R E O F 
T H E P R O F E S S I O N 
Experienced managers know that some organizations 
can be renewed through new leadership and new ideas. 
Others need a more massive infusion of new blood 
or far-reaching organizational changes. Still others 
can only be renewed by taking them apart and putting 
them together again. And some cannot be renewed 
at all. 
J O H N W . GARDNER, 
Self-Renewal, 
Harper & Row, 1963 
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CHAPTER 1 8 
The Concept of the Firm 
T H E practice of all professions was originally con-
ducted by individuals. 
As the fields of knowledge expanded, however, the benefits 
of specialization in terms of improved service became more evi-
dent; and as the complexity of society increased, the economic 
advantages of a division of labor among the less-skilled and the 
more-skilled became more pronounced. In response to these 
developments, group practice became fairly common. The 
medical groups are the latest examples of this trend. In law, 
architecture, engineering, and accounting, practice by firms 
rather than individuals has long been familiar. 
The variations in size of practicing units within the account-
ing field are more extreme than in any other profession. They 
range from one man without professional staff to firms with 
many branch offices, some engaging hundreds of accountants, 
and the firm in the aggregate including several thousand. 
The firm, however, has assumed the dominant position. It is 
estimated that less than 20 per cent of the practice units repre-
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sented in the Institute are individuals without professional staff. 
But almost one-third of the units are individuals with profes-
sional staff. More than half are partnerships with professional 
staffs. In this group the overwhelming majority—in fact, only 
little less than half the total of all practice units—include from 
two to six partners and less than twenty professional staff as-
sistants. At the other end of the spectrum are some hundreds of 
firms ranging in size from about twenty-five partners and pro-
fessional staff to thousands. 
This wide disparity in size is unique to the accounting pro-
fession, but it is not difficult to understand how it has occurred. 
It is largely attributable to the need for independent audits of 
large and widely dispersed corporations. It is a product of eco-
nomic forces. It also underscores the fact that the independent 
audit is a form of professional service entirely different from 
that of other professions. 
As business corporations have become larger, they have be-
gun to operate in all sections of the country—and in some cases 
in all parts of the world. The accounting firms which audit them 
have also had to grow larger and establish branch offices near 
the principal branches of their clients—nationwide or world-
wide. 
The existence of the large accounting firms has been a source 
of great strength to the accounting profession. The fact that 
each of them is a substantial pool of resources—manpower and 
capital—has permitted them to make contributions of time, 
energy, money, and technical know-how which have accelerated 
the progress of the profession as a whole. This was especially 
true in the earlier days of the profession, when the local CPA 
firms were smaller and fewer than they are today, and the 
Institute was relatively poor and powerless. The generosity of 
the larger firms in sharing the fruits of their own research, in 
underwriting professional projects—such as the Institute's 
library, the personnel-testing program, and the present account-
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ing research program—and in making partners available for 
important committee work, must be recognized as a vital factor 
in the rapid advance of CPAs to the status of a recognized pro-
fession. 
The disparity in size between the so-called national firms 
and the local firms, however, has created problems. While 
they may be largely psychological, these problems cannot be 
ignored. Underlying many of them is the natural desire of many 
local practitioners to participate in the formulation of profes-
sional policies, to make their own contributions to the advance-
ment of the profession, and to gain the benefits of consultation 
with their peers from other parts of the country. 
It is difficult for an individual practitioner, who has a very 
small staff or none at all, to spend the time and money neces-
sary to take an active role in the affairs of a national profes-
sional organization. There have been many notable exceptions, 
and they seem to have considered themselves well rewarded for 
their investments. But for the most part individuals and very 
small firms have been able to express their views on profes-
sional policies mainly through their state societies. To many 
local practitioners, the Institute may seem remote and imper-
sonal. This is undoubtedly one of the reasons for the occasional 
tensions between state societies and the Institute which are dis-
cussed in another chapter. 
But thousands of medium-sized and larger local firms can 
afford to participate in national affairs, and most of them desire 
greater opportunity to do so. The Institute should develop some 
mechanism through which these firms, which in the aggregate 
now may have greater resources than all the national firms com-
bined, can make the greatest contribution to the profession and 
derive the greatest advantages from collective effort. The recent 
formation of a number of more or less formal associations of 
larger local firms in various areas of the country shows that 
there is strong latent demand for some mechanism of this kind. 
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These matters will be discussed elsewhere. The main point for 
present consideration is that in the accounting profession, un-
like many other professions, the firm is the dominant unit of 
practice. Most practicing CPAs think and act as members of 
the firm group, rather than as isolated individuals. 
The vast majority of the giant corporations whose securities 
are publicly held are audited by twenty or twenty-five of the 
larger accounting firms. A few of these firms are local—that is, 
they have only one office. But most of the larger firms have 
found it necessary, in order to minimize travel expense and to 
provide continuous services to their clients, to open branch of-
fices in the United States and often abroad. 
The branch offices are the distinguishing feature of the large 
accounting firms. Many of their local offices are smaller than 
those of some local firms. Even the largest offices are not much 
larger than those of large law firms. But the existence of nation-
wide, and even worldwide practice units, welded together in 
partnerships, is a unique phenomenon among the professions. 
Today there are four different types of CPA firms in the 
United States—local, regional, national and international. The 
vast majority are local. 
Mergers 
Much of the growth of the larger firms has occurred since 
World War II. The population of the United States has in-
creased from 132 million to over 190 million, and the gross na-
tional product has advanced from $100 billion to about $600 
billion. This swift economic growth, together with changes in 
the methods of doing business, increasingly complex tax laws, 
extended governmental intervention in the economy, and in-
creasing interest in scientific approaches to corporate manage-
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ment has created a sharply rising demand for professional ac-
counting services—particularly among larger businesses. As a 
result, many of the larger accounting firms found it desirable to 
merge with local firms in various parts of the country where 
their clients' activities were increasing, and new or larger branch 
offices of the accounting firm were needed. 
The rapid expansion of the larger firms, partly through 
mergers of some hundreds of prominent local firms, has caused 
a good deal of alarm among local firms generally. The ques-
tion is often raised whether there is a trend toward centraliza-
tion of accounting practice which will limit the opportunities 
of the local firms. The answer seems to be no. 
The spate of mergers in the last twenty years may prove to 
have been only a temporary means of meeting sudden demands. 
There are various reasons for such mergers. Some of them are 
initiated by local firms as a means of assuring security for the 
senior partners, or as a means of retaining rapidly growing 
clients.116 The peak of the merger movement among the larger 
firms may have already been passed. Mergers may become less 
frequent in the next ten or twenty years, as the nature of pro-
fessional accounting practice changes. 
On this point, however, there is difference of opinion. Some 
CPAs believe that as good local firms mature, and their clients 
grow larger, they will tend to merge with larger firms, but those 
which merge will be replaced with other good local firms. This 
seems to have been the pattern of the last two decades. Yet it 
can also be argued that changes in the nature of practice, with 
increasing emphasis on internal assistance to management, 
coupled with better management of local accounting firms 
themselves (including recruiting, training, specialization, client 
and public relations) may drastically alter the previous pattern. 
Meanwhile, it should be noted that there have been many 
mergers among local firms. A recent survey indicated that more 
than five hundred local firms had merged or purchased a prac-
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tice within the last five years. There are those who believe that 
the trends in the economy will lead to the creation of new na-
tional firms through mergers of local firms in different parts of 
the country. 
In any event, it is significant that while all the mergers have 
been going on, thousands of new local CPA firms have sprung 
up all over the country, whose manpower and incomes are far 
greater in the aggregate than those of the hundreds of local 
firms which merged with larger units. This is conclusive proof 
that there is ample opportunity for effective local firms, re-
gardless of what larger firms do. 
Optimum Size 
It seems clear that to render a comprehensive professional 
accounting service, even to smaller businesses at the local level, 
requires larger practicing units than have been considered 
necessary in the past. 
Behavioral scientists have pointed out that in almost all fields 
of human endeavor there is a move toward bigger, centralized 
control units. This appears to be true in governments, businesses, 
churches and many other institutions. Increasing interdepen-
dence among people requires a high degree of coordination of 
any activity. For example, independent retailers form associ-
ations to compete with the large chains by pooling their re-
sources for bulk purchases, or other services which all the 
members require. If small business is to hold its competitive 
position, it must grow bigger—or in one way or another obtain 
the advantages of modern management methods, including ac-
counting, which big business has found useful. 
"It is becoming increasingly doubtful that a large number of 
small, unaffiliated operators can survive in a world of gargan-
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tuan organizations. Thus it becomes critically important to ex-
plore any possible arrangements by which the individual or 
small organization can enjoy some of the benefits of large-scale 
organization without any substantial loss of autonomy."117 
The optimum size of any CPA firm will depend on its loca-
tion, the nature of its clientele and many other circumstances. 
But it does appear that the greatest opportunities for growth 
will be open to firms large enough to permit some specialization. 
The individual practitioner or very small firm conducting a 
general practice of accounting faces difficulties. To be sure, an 
individual or very small firm which specializes in one area of 
practice, such as taxes, may prosper by commanding high fees 
for superior knowledge. But the individual or very small firm 
which tries to conduct a general practice, including auditing, 
taxes and management services, may find it hard going in the 
years ahead. 
The legal profession seems to be having a similar experience. 
"Although almost 70 per cent of American practicing lawyers 
are practicing alone, the number is declining and the great bulk 
of large-scale legal business, as well as the greater number of 
graduates of the leading law schools, gravitate to the firms."118 
At present the audit of a business of any size requires some 
detailed work which cannot command high hourly rates. The 
partners of small CPA firms have to perform some of this work 
themselves; therefore, their incomes will not be as large as they 
would be if they confined their attention to higher-level work 
commanding higher rates. 
Available evidence, imperfect as it is, indicates that incomes 
of individual practitioners or partners of very small firms are 
generally lower than those of partners of somewhat larger local 
firms. This does not necessarily mean that incomes of partners 
continue to rise without limitation as the firm gets bigger. 
There are partners of local firms whose personal incomes are 
substantially greater than those of many partners of national 
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firms. But fragmentary statistics gathered by the Institute indi-
cate that the incomes of partners of local firms which include 
five partners and ten or fifteen professional staff assistants are 
greater than the incomes of partners of either smaller local 
firms or slightly larger local firms. Information permitting com-
parisons with very large local, or regional, national and inter-
national firms is not available. 
It may well be that the fifteen- or twenty-man firm, includ-
ing both partners and professional staff, can best combine the 
advantages of being able to serve most of the needs of fairly 
large clients and being able to develop specialists without the 
necessity of formal and costly administrative procedures. Close 
personal acquaintance and frequent personal communication 
are possible in a group this size. Idle time can be minimized 
without elaborate controls. Sound personnel policies, job evalu-
ations and salary classifications can be administered informally, 
without requiring the full time of a partner or office manager. 
When a group gets somewhat larger than this, the overhead 
may tend to rise sharply, reducing net income, until volume 
reaches a higher plateau at which the administrative expense 
can be absorbed and net income can increase again. 
Does Size Affect Professionalism? 
The question frequently arises whether there is a size beyond 
which accounting firms cannot grow without becoming more 
like service businesses than professional partnerships. 
It is a question which deserves serious consideration. 
The maintenance of professional status is vital to certified 
public accountants. Without it, they cannot retain the privilege 
of self-discipline and set their own professional standards. If 
they were regarded as a business, they would probably be sub-
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jected to strict governmental regulation. They would have no 
basis for legislative recognition. They would be open to the com-
petition of all sorts of self-designated experts with varying de-
grees of competence and responsibility. 
Theoretically, there is no apparent reason why any number 
of professionally qualified individuals cannot conduct a group 
practice without impairing the professional nature of their 
services. 
Membership in the American Institute is by individual ap-
plication. There is no such thing as firm membership, as in 
most trade associations. Disciplinary machinery for enforce-
ment of the Code of Ethics is directed at individual members. 
If a violation is alleged on the part of a firm, the Institute en-
deavors to identify the members of the Institute who were 
responsible and confines its disciplinary activity to them. If it 
is unable to ascertain who are the responsible partners, it will 
direct its charges to the senior or managing partners. 
But this has been referred to as a matter of form, rather than 
substance, and perhaps something of an anachronism. Some 
members believe that firm memberships rather than individual 
membership, and discipline of firms rather than individuals, 
would be more in keeping with the realities of modern times. 
CPA firms sign opinions with the firm name, and all the part-
ners of the firm assume civil liabilities for negligence or fraud 
attributed to the firm as such. The Securities and Exchange 
Commission suspends or disbars firms, as well as individuals, for 
violation of its rules. Many clients refer to a firm, rather than 
to individual partners, as "their accountants." The firm, rather 
than the individual members, has come to be regarded as the 
unit of accounting practice. 
In large firms it is necessary for some partners to assume 
managerial responsibilities which preclude them to some ex-
tent from maintaining client relationships or from participating 
in the actual professional work of the firm. These managers 
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are usually also the policy-makers. Their detached and some-
what impersonal view might subconsciously encourage attitudes 
more nearly akin to those of corporate management than those 
of professional practitioners. In other words, they might develop 
a commercial outlook—regarding profits as the principal mea-
sure of performance. This need not be the case, of course. It 
depends on the attitude of the managers and their partners. 
But it is a possibility to be recognized and guarded against. 
The question has also been raised whether there is too much 
competitive spirit among accounting firms, and if so whether 
it is either sound or necessary. In other professions, and notably 
in the sciences, there seems to be a stronger fraternal feeling 
and a deeper interest in the professional work itself which 
transcends the boundaries of particular organizations. Perhaps 
CPAs should take this attitude as a model. 
Other questions arise from time to time about the relation of 
size of firm to true professionalism. 
Does the fact of large numbers within a firm discourage ini-
tiative, creative thinking, the expression of individual judg-
ments? Are younger partners and staff assistants forced into a 
common mold, discouraged from speaking out, encouraged to 
lean on their seniors? Are partners and staff of large firms less 
likely to take an active part in professional affairs, attend so-
ciety meetings, speak in public, or write for publication? Is this 
type of activity assigned to just a few partners who serve as 
spokesmen for the whole firm? 
Experience indicates that the answers are in the negative. 
Most national firms make vigorous efforts to encourage partici-
pation in professional affairs on the part of their partners and 
staff. And they push responsibility and decision-making on their 
younger people as rapidly as possible. 
Because the relation between juniors and partners necessarily 
becomes more remote as numbers increase, the larger firms 
may have a harder job in motivating staff personnel than 
smaller ones. But there is no evidence that the larger firms are 
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less successful. Certainly, the Institute and the state societies 
would be much poorer without the contributions of the national 
firms. This is not to say that as local firms grow bigger, they 
cannot make contributions of commensurate importance—as 
many have already done. But motivation is essential. 
It must be concluded that neither the mere fact that firms 
have become dominant units of accounting practice nor the 
mere size of a firm has any direct relationship to professional 
status. Rather, it is the attitude of the partners and the manner 
in which the practice is conducted which answers the question: 
business or profession? 
Should Firms Be Accredited? 
If the firm is in fact the unit of practice, the question arises 
whether firms should be accredited as such. Even though a 
firm is composed of certified public accountants who have 
demonstrated their individual professional qualifications, it 
might be desirable to have some means of assuring the public 
that its organization, its staff, its field work and review proce-
dures conform to modern standards. 
Small firms which specialized in one phase of practice or 
another might be accredited in that area. In larger firms, spe-
cialized departments might be accredited separately. 
It has been suggested, for example, that every firm repre-
sented in the Institute should be required to submit samples of 
its audit programs and working papers to an independent re-
view committee every few years so as to permit a judgment as 
to whether it was conforming with current auditing standards. 
Auditing is a team job, and it can be argued plausibly that the 
team as a whole should be evaluated, rather than merely the 
individual members who direct and supervise it. 
The hospital tissue committees, which examine tissues ex-
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tracted by surgery in order to ascertain whether or not sur-
geons are performing needless operations, have been cited as 
an example of institutional accreditation of practitioners. The 
accreditation of law schools, medical schools, colleges and 
universities is another parallel. 
The difficulties of applying similar procedures to accounting 
firms would be formidable. Furthermore, CPAs, businessmen 
and bankers have generally reacted without enthusiasm to this 
idea. Nevertheless, it deserves study. It could be done on a 
voluntary basis. The names of firms which submitted to outside 
investigation and obtained a satisfactory rating could be pub-
lished in an official directory for the information of prospective 
clients and third-party users of financial statements, such as 
investment bankers, commercial banks, government agencies, 
and so on. 
In a sense the reputations of the larger firms, whose names 
are well known to the business and financial community 
throughout the country, provide them with a kind of informal 
accreditation. It is generally assumed that any work per-
formed by any office of these firms conforms with acceptable 
standards and is backed up by demonstrated professional and 
financial responsibility. The same assumption is not always 
made with respect to smaller firms of certified public account-
ants. Bankers and other third-party users frequently make in-
quiries to ascertain whether the reputations of local firms un-
known to them are satisfactory or not. A formal system of firm 
accreditation might be extremely helpful to local firms who met 
the standards. 
Incorporation of CPA Firms? 
Proposals that CPA firms be permitted to incorporate in-
volve the question of whether accounting practice conducted in 
433 
this manner might be regarded as a business rather than a pro-
fessional activity. 
The main motivation for these proposals are the income-tax 
advantages enjoyed by corporations as contrasted with partner-
ships or sole proprietorships. 
A special committee of the Institute which studied the sub-
ject concluded that the tax advantages may be largely illusory, 
but in any event the disadvantages of incorporation would out-
weigh them. Prominent among the disadvantages is the pos-
sible loss of identification as a profession that might follow the 
incorporation of CPA firms. 
This attitude is also prevalent among lawyers. There is a 
strong feeling in the legal profession that the responsibility to 
clients should remain a personal one. Prominent lawyers have 
predicted that it will be a long time before this view will 
change, if it ever does, even though there might be some tax 
benefits from incorporation. 
Even in the brokerage business, incorporation has been a 
slow process. Many of the older partners of brokerage firms 
have been reluctant to give up the traditional partnership form 
of doing business. 
There are, of course, also practical disadvantages in the cor-
porate form, such as double taxation of income. There might 
be additional difficulties concerning the reasonableness of sala-
ries paid, and possible subjection to state corporation taxes. 
Prestige of Firms v. CPA Certificate 
The emergence of larger firms as units of practice at both 
local and national levels may somewhat diminish the importance 
of the CPA designation as a sign of competence and professional 
responsibility. In the eyes of some potential clients, credit grant-
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ors and other users the reputation of an individual firm may be 
of greater importance than the fact that it is composed of cer-
tified public accountants. Some bankers and businessmen have 
indicated that they are not much concerned about the possession 
of CPA certificates by partners and staff of a particular firm, or 
even whether or not they are members of professional societies 
and therefore subject to codes of ethics. Bankers and business-
men seem more concerned about the reputation of the firm 
itself and their own experience with it. 
There is a strong grassroots feeling that the CPA certificate 
should be more widely publicized as a mark of professional 
status and competence, and no doubt it should be. But the 
CPA certificate does not distinguish among various levels of 
competence, which in the several different phases of practice 
can vary widely among CPAs. Consequently, people who need 
a certain type of service look for a firm which reputedly has 
competence in that area. 
Meanwhile, one opportunity to publicize the CPA designation 
widely is being lost because of unrealistic provisions of some state 
laws. 
Accounting firms which have offices in more than one state 
are often prevented by state laws from utilizing the designation 
"certified public accountants" in conjunction with the firm 
name. This happens because of archaic provisions that unless all 
partners are CPAs of the state concerned, regardless of where 
they live and practice, the firm may not use the designation 
"CPAs" in that state. The firms most affected are those whose 
opinions appear most often in published financial reports of cor-
porations. As a result, the profession loses invaluable opportuni-
ties to publicize the CPA designation to millions of investors. The 
independent auditor's opinion in such cases is described as "re-
port of public accountants" or "report of auditors," rather than 
as "opinion of certified public accountants." All the national 
firms have indicated a willingness to use the designation "certi-
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fied public accountants" at every opportunity if state laws can be 
amended to make this possible. Some of these firms now use it 
in states where it is permitted but omit it in states where it is 
not. 
Attitude of Firms Toward Colleges 
By and large, with notable exceptions, CPA firms have re-
garded the colleges and universities simply as a source of 
trained manpower which could be immediately productive. 
A deeper interest in the educational process itself, a concern 
for the problems of the accounting faculties, an exchange of 
views with professors on technical and professional problems 
would in the long run be rewarding to CPA firms. 
They could learn much from the academicians. They could 
cooperate by encouraging curricula and institutional changes 
which would raise the caliber of future recruits for the pro-
fession—and their own firms. 
Personnel policies in the firms might be modified to ad-
vantage in the light of reactions of teachers, based on reports 
of their alumni who had experience in practice. 
The Future of the Small Firm 
The rapid growth and resulting prominence of the so-called 
national and regional CPA firms have created widespread fear 
among local practitioners that their own opportunities for 
growth in the future will become more and more limited. 
The fear has been heightened by the fact that local CPA 
firms have often lost substantial audit clients to larger firms, 
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either because of merger of the client with a larger corporation, 
or because the client "went public" and investment bankers 
recommended engagement of a larger accounting firm. This 
has created unhappiness, since the local firms considered them-
selves fully competent to perform the required work, and may 
well have helped the client over the years to achieve the size 
and status which made it possible to issue securities to the pub-
lic. Whether such firms actually did possess the necessary com-
petence or not is impossible to determine. 
Nevertheless, many local firms have succeeded in retaining 
clients under such circumstances. They have foreseen the like-
lihood of the clients "going public,"119 have obtained the clients' 
permission to assist in the selection of underwriters, and have 
convinced the underwriters of their competence to perform the 
work required for the SEC registration in a timely manner. 
Useful suggestions to local firms have appeared in published 
discussions of this subject in recent years.120 
Actually, the evidence does not indicate that the fears of local 
practitioners are well founded. The aggregate volume of pro-
fessional accounting practice conducted by smaller firms has 
probably increased even more rapidly than that of the so-called 
national firms and regional firms. For example, at the end of 
World War II, there were only about 4,000 firms represented 
in the membership of the Institute, whereas in 1964 there were 
12,500. While some hundreds of the larger local firms have 
been merged into national firms in recent years, it is not so 
generally known that many more hundreds of younger local 
firms have sprung up to take their places. As the nature of pro-
fessional accounting practice changes in the next ten or twenty 
years, there are likely to be opportunities for local firms to 
improve their positions in relation to larger firms, rather than 
the reverse. 
Even if, as some believe, larger firms may continue to take 
over more and more of the auditing work of corporations which 
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have significant external-reporting responsibilities, the needs of 
smaller business for better information systems, to yield better 
data for planning, control and decision-making, open wide 
opportunities for local firms. 
In the years of rapid growth following World War II the 
larger firms have enjoyed a number of advantages. They have 
had capital to invest in developing specialized competence. For 
example, they have encouraged partners to spend a year or more 
in mastering the techniques of electronic data processing or 
statistical sampling. They were the first to recognize the neces-
sity for systematic recruiting of top students at the universities, 
which in turn required raising compensation levels to meet the 
competition of business organizations. The larger firms installed 
training programs for staff personnel. As a result, partners and 
staff have acquired specialized skills which permit the firms to 
offer a full range of professional accounting service to all clients. 
One large firm, for example, has said that ten per cent of its 
gross fees are spent annually on professional development. An 
Institute study of income and expenses of local CPA firms indi-
cates that expenditures for professional development among 
smaller firms range from one-tenth of 1 per cent to 1½ per 
cent of gross income. 
In their auditing practice the larger firms have developed 
standardized procedures, audit programs, internal-control ques-
tionnaires, time budgets and carefully controlled review pro-
cedures, which maximize efficiency and economy while assuring 
compliance with modern standards. 
Larger firms also have the advantage of internal consultation 
among partners on difficult problems. Again, their reputations 
and financial responsibility encourage investment bankers, com-
mercial bankers and other users to recommend them to pros-
pective clients. 
But the larger firms have problems too. Internal communi-
cations are difficult. Firm policies and procedures must be 
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continually adapted to changing needs. To assure compliance 
on the part of numerous offices in which hundreds of men are 
engaged it is necessary to issue frequent written communications 
and hold periodic meetings of partners and staff which are 
expensive and time-consuming. The larger the firm, the larger 
the cost of management and general overhead. 
Staff turnover is also a problem. Generally little more than 
half of the students recruited each year for the staffs of larger 
firms are likely to remain after five years. The hidden cost of 
recruiting and training hundreds of individuals who leave the 
firm after a few years is heavy. 
There is constant anxiety lest the size of the firms result in 
a diffusion of the sense of personal responsibility, with conse-
quently greater risk of error which might involve civil liability. 
A firm is only as strong as its weakest link. 
Client relations can be a problem for a large firm. Clients 
like to deal with partners, and partners have trouble in spread-
ing themselves thin enough to be in frequent personal con-
tact with top client personnel. 
The extent of specialization and layers of supervision within 
a large firm make it difficult for the manager in charge of a 
small client to study his entire business in depth and to cope 
with many small tax and management problems at reasonable 
cost. 
Some partners of large firms are alarmed at the tendency to 
pass responsibility for critical work down the line. Pressure on 
the time of partners often results in delegation of matters of 
considerable importance to staff men who may lack the ex-
perience and judgment the problem requires. 
Even the most intensive review procedures cannot compen-
sate for inadequacy on the part of the individual who does the 
initial work. 
The fee structure involves further problems. Most partners 
do not bill for their own time in amounts equal to their compen-
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sation; partners derive their compensation in part from charges 
made for the services of staff. As the nature of professional ac-
counting work changes, so that fewer staff men are required 
and more high-level talent is used both in auditing and in other 
services, it may be necessary to educate clients to a scale of 
hourly or daily rates much in excess of that to which they 
have become accustomed, if partners' compensation is to be 
maintained at present levels. 
Smaller CPA firms can avoid many of these problems. They 
are more tightly knit; communications within the firm present 
no serious difficulties; morale and initiative on the part of 
staff members can be maintained by personal contact with part-
ners. 
Personal relations with clients are also easier to maintain. 
The partners of the local firm are likely to be well known to 
their clients. They usually have an intimate knowledge of their 
clients' problems in depth. It is easier for them to integrate ac-
counting, auditing, tax and management services for the bene-
fit of an individual client. A local firm is likely to have far 
less staff turnover than larger firms, and much less overhead ex-
pense in management and administration. Its fee scale, there-
fore, can be lower without impairing the quality of personnel 
or service. 
In the area of management services particularly, a smaller 
firm which has acquired the necessary competence can compete 
effectively with the larger firms in dealing with smaller busi-
nesses. The specialists in management services within the larger 
firms often have to travel from a central office to serve the 
clients of local offices. Compensation of management-services 
personnel is comparatively high. Also there is likely to be a 
greater idle-time factor than the audit staff has to absorb. The 
local firm which is on the ground close to its clients' affairs can 
more readily coordinate the management-services function with 
the audit and tax work and render a continuous service to its 
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clients at lower over-all cost. This, of course, assumes technical 
competence and good management on the part of the local 
firm. 
The greatest disadvantage of smaller firms has been in their 
lack of good management. Few of them have planned syste-
matically for their own growth. Few of them have systematically 
recruited high-quality personnel at the universities. Few of them 
have any formalized staff-training procedures. They find it diffi-
cult to develop specialists. As noted above, their expenditures 
on internal professional development have been minimal. They 
have often neglected client relations and community activities 
which might increase their stature in the eyes of their fellow 
citizens. 
One cause of these failures has been the pressure of work. 
The needs of clients for help with their internal accounting 
problems, for tax assistance, and for independent audits for 
credit purposes have kept the local practitioner busier than 
most people. He has hardly had time to catch up with current 
demand, much less to think about his own affairs. 
But another basic difficulty has been the local CPA's attitude 
toward himself. With many notable exceptions, his fees have 
been too low and he has hesitated to raise them. He has at-
tempted to compensate for the inadequacy of his own income 
by taking on additional clients, requiring longer hours of work 
on the part of himself and his staff, which perpetuates the lack 
of good management of his own firm. Many local firms have 
not yet faced up to the fact that it is better to charge more for 
better service to fewer clients, and work shorter hours. 
Immediate, substantial increases in fees of the clients of local 
firms have often resulted from the merger of such firms with 
national firms. The low fee structure may be due partly to lack 
of self-confidence on the part of local CPA firms which makes 
them undervalue their own services. As their status in the com-
munity improves, and as they become more confident of their 
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own ability to contribute to the profitability of their clients, 
many of them have raised fees to a point which permits invest-
ment of time and money in the application of modern manage-
ment methods to the practice itself. 
The Institute encourages this change in attitude of the local 
practitioner toward himself. It provides information and ser-
vices for local CPA firms which the larger national firms have 
been providing for themselves for many years; for example, 
technical literature and professional-development courses in 
the areas of auditing, taxation and management services, and 
perhaps even more significantly in the management of an ac-
counting practice—fees, staff training, client relations and 
similar subjects. These aids have already had a pronounced ef-
fect in improving the services and management of some local 
firms, a number of which have had amazingly successful records. 
A recent survey by the Institute, which produced responses 
from approximately one-third of the local CPA firms repre-
sented in the Institute, showed that more than half the firms 
which answered had grown in size, many of them substantially, 
in the preceding five-year period. 
Ninety-three per cent of the firms increased gross fees. The 
median increase was between 31 and 40 per cent. The greatest 
increases in fees were derived from auditing and management 
services; fees from tax practice, in general, showed little change; 
write-up work decreased, and the use of automatic data-proces-
sing equipment for write-up work increased. 
About a third of these local firms had employed professional 
staff personnel directly upon graduation from college; many of 
them recruited regularly at the colleges. Only a few had formal 
internal-training programs, but nearly a fifth of the firms had 
sent staff men to the Institute's staff-training program. Partners 
of nearly half the firms had attended Institute professional-de-
velopment courses—though not many had sent their staff men. 
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A fifth of the firms had sent representatives to Institute annual 
meetings. Nearly a third had utilized the technical-information 
service or the Institute's library. 
Things are changing. Hundreds of local firms are finding 
that it pays to sacrifice immediate income for growth possi-
bilities. The attraction of superior personnel is improving pro-
fessional competence of both partners and staffs. 
A number of local firms have begun to develop formal writ-
ten plans for growth and budgets for their own firms.121 
Some local firms have formed more or less formal associations 
or consortiums with firms of similar size in various parts of the 
country, so as to facilitate referrals of engagements among the 
members of the group, and to pool resources for recruitment, 
training, research and consultation purposes. It is too early to 
predict whether such ventures will be effective, or whether the 
members of such groups will derive benefits commensurate to 
costs involved. Nevertheless, the effort shows a desire on the 
part of local firms to improve their own procedures and services. 
Since small business is likely to retain its relative position in 
relation to the large corporations, local accounting firms which 
keep abreast of the times and maintain competence to meet 
current needs should have no fear about their own opportunities 
for growth. 
If, as predicted, even smaller businesses eventually develop 
computerized information systems, the local CPA firm which 
understands computer technology and knows how to interpret 
data for management planning, control and decision-making 
purposes can make itself virtually indispensable to its clients, 
most of whom could not afford the full-time services of internal 
staff with equivalent competence. 
Under these conditions, fewer junior staff men will be needed 
to audit the computerized accounting system. The local firm 
can supplement its financial audit with an examination of the 
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information system itself. It can use the computer to analyze 
cost, inventory, sales and production data which it would be 
too expensive to accomplish by manual methods. 
Local firms may be well advised to begin now to plan a 
gradual expansion of their services in these areas, so that in 
ten or twenty years they will be in a position to offer a well-
rounded professional accounting service to all clients. 
Such firms should have a great appeal to able young gradu-
ates of the universities. The new techniques of measurement 
and communication of data, both for external-reporting pur-
poses and internal management, will not be confined to the 
giant corporations. There are important areas of the country 
which have been vacated by large corporations, whose places 
have been taken by large numbers of smaller businesses, each 
of which may retain a different local CPA firm. New England is 
such an area. It once supported a relatively few great textile 
companies, now replaced by a succession of small enterprises 
employing only a few hundred craftsmen making highly spe-
cialized products. 
This refinement and specialization of the industrial process 
can be expected to continue. The CPA firms which serve these 
small companies will have to be highly competent, for they 
will be dealing with highly competent people. The concentra-
tion of doctors of philosophy among the officers of corporations 
around the perimeter of Boston, for example, is extraordinarily 
high. They are accustomed to having advisers of equal intel-
lectual caliber and technical ability. 
Many superior young men and women would be attracted to 
CPA firms whose clients included progressive companies of 
this kind. 
In a word, the structure of accounting firms will conform to 
the basic structure of the principal segment of society which 
accounting serves—the business and financial organizations. As 
big businesses become multinational, some accounting firms will 
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become multinational. But as long as there are small businesses 
engaged in research, engineering, manufacturing and a multi-
tude of service activities, there will be attractive opportunities 
for small CPA firms to assist them in solving problems involving 
the measurement and communication of data. 
Clients want personal attention. The president of a small 
company has said that he would feel uncomfortable if the part-
ner of the CPA firm in charge of his engagement was not aware 
of everything that was going on in his business. While staff 
men may do a large part of the actual work, the personal 
relationship and opportunity for consultation with a partner is 
of basic importance. Specialists may be called in for consultation 
on particular problems, but the president likes to rely on one 
partner in the accounting firm who is responsible for seeing that 
his company gets the service that it needs. 
Closing the Gap 
Will the gap between the larger firm and the small local prac-
titioner grow so wide that the CPA profession in effect will be-
come divided into two disparate groups? 
It is possible, of course, that if individual CPA practitioners 
or small local firms are unaware of the challenges with which 
the changing times confront them, and confine their services to 
relatively simple technical aids to small business clients, the 
more progressive elements of the profession will leave them far 
behind. Ultimately, those practicing at the highest professional 
level might seek some way of identifying themselves by the 
adoption of a distinctive title or the formation of a super-organ-
ization apart from the existing professional societies. 
Far more desirable would be even greater unification of the 
profession than it enjoys at present. There is ample opportunity 
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for steady forward movement of all practitioners, small and 
large, each equipped with basic competence in the essential 
disciplines of the profession—a common core of knowledge— 
on the basis of which individuals could develop various types 
of specialization in whatever areas their circumstances may 
indicate to be desirable. 
Diversity and variety exist in all professions. There are gen-
eral practitioners in medicine and law, as well as specialists who 
have received formal or informal accreditation. The needs of 
society will call for widely different kinds of accounting services, 
which will be provided by different sizes and types of CPA 
firms. There will never be one composite image of the CPA as 
typical of the entire profession. Each CPA firm will create its 
own image in the circles in which it becomes known. But the 
profession as a whole can develop a reputation for basic com-
petence and a high standard of responsibility and ethical con-
duct. 
To accomplish this happy result, the professional organiza-
tions must stimulate all their members to continue study and 
self-improvement throughout their professional lives. The soci-
eties must maintain the best possible facilities for the exchange 
of information and opinion. The profession must validate its 
claim to self-discipline by the steady elevation of standards of 
professional performance. 
Many CPAs sincerely believe that the profession is just begin-
ning to tap its opportunities for service to the community. There 
is a potential demand for professional assistance in a multi-
plicity of situations requiring measurement and communication 
of data far beyond the capacity of existing professional account-
ing manpower to satisfy. 
There is no reason why any "gap" should exist between large 
and small firms. Given a common body of knowledge, ade-
quate basic education, continuing professional development, 
and effective internal management, a small firm can practice 
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at as high a professional level, and as successfully, as a large 
one. 
In planning for the future, however, the professional so-
cieties should undertake systematic studies of emerging fields 
of service, estimate manpower requirements in the years ahead 
to satisfy the various needs, and provide the technical informa-
tion and continuing education which smaller firms will need to 
keep abreast of their opportunities. 
Conclusion 
The firm is the unit of practice in the accounting profession. 
The way in which firms organize and conduct their practices, 
deal with their clients, plan for their own growth, recruit and 
administer their staffs, will largely determine the future course 
of the profession. 
The diversity of the economy of the United States will con-
tinue to require CPA firms of various sizes, equipped to perform 
various services, with varying degrees of specialization in many 
different fields. 
The professional societies should study the needs of firms 
of all types and sizes, and provide the mechanisms through 
which each group, through cooperative effort, can meet its 
needs more effectively or more economically than if each firm 
tried to go it alone. 
In one way or another, it seems desirable that the professional 
societies give explicit recognition to the fact that they are largely 
composed of firms, even though formal membership is available 
only to individuals. 
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CHAPTER 1 9 
Specialization 
SPECIALIZATION in a modern industrial society is un-
avoidable. The scope of knowledge expands so rapidly that no 
man can master more than a small part of it—a part which 
often becomes an increasingly smaller part of the whole. 
This creates problems. A person who is preoccupied with 
the study of one field of knowledge in great depth runs the risk 
of growing intellectual blinders. He may forget how his field re-
lates to other fields and to society as a whole. This reduces his 
ability to adapt to changing circumstances and to perceive the 
necessity for innovation. To put it another way, it increases the 
risk of his becoming obsolete. 
The present anxiety in business circles to assure an adequate 
supply of generalists is a reaction to the trend toward specializa-
tion. It is reflected in the increasing insistence on a broad liberal 
education for those who aspire to top management positions. 
But the generalist who has nothing to offer but a broad outlook 
—who knows a little about everything, but not much about any-
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thing—is not likely to compete successfully in any area with men 
who have developed expert knowledge and skill. 
What seems to happen—in business, for example—is that 
some men, who have the capacity to master a specialty without 
losing the ability to generalize, emerge as top managers through 
various routes—production, sales, engineering, law, accounting, 
banking and so on. 
There are important implications of specialization in rela-
tion to education, professional literature, professional organiza-
tions, intraprofessional communications and policy-making. 
Countervailing forces seem to be at work: one is divisive, tend-
ing to create new professions and subprofessions and to split off 
specialty groups from the main body; the other is cohesive, try-
ing to pull together under a common banner the proliferating 
groups in the same general areas of knowledge and work. 
There is no doubt that specialization in the accounting pro-
fession already exists, and there is general agreement that it 
will become even more extensive. The profession will soon be 
confronted with several questions: 
Should principal areas of specialization be identified and rec-
ognized by accreditation of individuals who qualify under stan-
dards set by the profession? 
Should specialists be required first to demonstrate compe-
tence as general practitioners before undertaking a specialty? 
If so, what shall be the common core of knowledge to be 
regarded as essential for general practice—in other words, where 
does specialization begin? 
Should specialists be encouraged to organize subgroups within 
professional societies, and to develop their own publications, or 
would this tend to fragment the profession? 
Can the general practitioner survive in competition with firms 
which bring together a variety of specialists? 
There are no easy answers to these questions. But they should 
449 
be answered soon if the profession is to move forward in an 
orderly way toward well-defined goals. 
Experience of Other Professions 
Medicine. In the medical profession specialization has gone 
further than in any other. A score or more of specialty boards 
accredit specialists by means of rigorous examinations following 
extensive study and experience in practice. Through an intricate 
system of referrals, in which the general practitioner is pro-
tected against loss of his patient, many specialists are enabled 
to keep busy exclusively within the area in which they have 
acquired special proficiency. 
In addition, "colleges" of physicians and surgeons, and an 
"academy" of general practice, plus numerous societies of spe-
cialists, provide opportunity for identification of superior ability 
in broader subdivisions of medical practice. Some physicians 
pay more than $1,000 a year in dues to various organizations 
and subscriptions to various publications—from the American 
Medical Association on down through state and county associ-
ations to their own specialty groups—in order to be sure that 
they will be adequately informed of new developments, and will 
be listed in directories used by other physicians for purposes of 
referral or consultation. 
In addition, numerous subprofessions have arisen to relieve 
the professionally qualified physicians and surgeons of work 
which they are too busy, though perfectly competent, to do: 
nursing, pharmacy, physiotherapy, X-ray technicians, laboratory 
technicians and others. These groups cluster about the medical 
profession: many of them work under direct supervision of the 
doctors. But the subgroups have their own licensing systems and 
their own organizations outside the medical profession itself. 
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Law. In the legal profession specialization also exists. It is 
generally recognized that patent law and admiralty law are so 
different from the general practice of law as to require special 
knowledge and skill. The general practitioner would normally 
refer a question in these fields to a specialist. However, the 
specialists are not formally accredited by the Bar: they are 
identified only by general reputation and, in the case of patent 
lawyers, by enrollment to practice before the U.S. Patent Office. 
Again, many lawyers devote themselves entirely to tax prac-
tice. Most law firms of any size have a partner who does noth-
ing but tax work. The tax section of the American Bar Asso-
ciation is one of the largest—now about 9,000 members. But 
membership in the section does not imply special competence: 
it is open to all who are interested. Nevertheless, membership 
in any of the numerous sections of the Association carries 
some connotation of special interest, if not more-than-average 
knowledge, in the field with which it deals. 
There are also many lawyers who do nothing but trial work. 
They are not specialists in any particular field of the law, but 
they specialize in litigation. 
Some lawyers have more experience than others in estate 
work, antitrust law, SEC registrations, and so on. But these 
are not regarded as specialties—rather as parts of the "seam-
less web" of the entire field of law. In other words, without 
a general knowledge of the law it would be impossible to 
advise clients competently in any of these specific areas. 
In the opinion of some lawyers the tendency toward special-
ization is losing momentum. One factor which restrains it is 
the personal nature of legal practice. A client who has de-
veloped confidence in a lawyer expects him to be able to ad-
vise at least in the broad initial consideration of any problem 
within the scope of his profession. Later the lawyer may bring 
in an associate or a colleague who has had greater experience 
in a particular phase of practice related to the client's problem, 
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but the client expects his regular counsel at least to understand 
what it is all about. 
Nevertheless, there has been a great deal of argument in 
the American Bar Association about the desirability of accredit-
ing specialists. The affirmative point of view has recently been 
stated forcefully as follows: 
"The time has come to ask ourselves why, despite all our 
efforts to promote its welfare, this headstrong public wilfully 
insists on continuing to consult nonlawyer specialists about its 
patent problems, estate-planning matters, pension plans, in-
come-tax questions, and the like. Are we really so sure the 
average American doesn't know what is good for him? Or is 
the fault more at our own door? 
"In my opinion, our primary and basic weakness is our 
stubborn insistence that all 250,000 practicing lawyers in this 
country must be held out to the public as equally competent 
in every field of law. Even the least-informed layman now 
recognizes the patent absurdity of this position. As Harrison 
Tweed so well put it in his 'The Question of Specialization' 
(May 1962, Journal) : 
" 'If the monopoly of the Bar depends for its existence on 
the myth that every lawyer is competent to advise any client 
on any matter and can perform with equal proficiency in a 
police-court case and in a complicated corporate reorganiza-
tion, then the monopoly cannot survive.' 
"If we vigorously block all proposed systems for letting the 
public know which lawyer is really competent in a particular 
area, we should not be too surprised that it seeks out its 
specialists elsewhere."122 
Martindale - Hubbell, the recognized legal directory, in-
cludes reference to special areas of the law in which indi-
vidual lawyers are interested, which affords some means of 
identifying specialists, though without indicating relative com-
petence. 
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Psychology. The relatively young and rapidly growing pro-
fession of psychology offers another example. Twenty-five years 
ago it was a tight little profession of extremely well-trained 
people, almost all of them teaching in universities, and most 
of them trained in laboratories to do experimental work. The 
membership of the American Psychological Association then 
was about 2,500. 
Now it is about 12,000. It includes clinical psychologists and 
consultants in public opinion, mass media, marketing, adver-
tising, public opinion and many other specialties. The Associa-
tion has created about fourteen divisions to accommodate them. 
The option was either to take the route of bringing all 
qualified psychologists under one professional umbrella, or to 
let them split off from the original body in a multitude of small 
organizations. Despite the fact that the divisional organization 
within the Association has created some internal strains, the 
consensus seems to be that the right decision was made. 
The American Psychological Association today is an ex-
tremely healthy, strong, prosperous organization which enrolls 
the overwhelming bulk of the active psychologists. As one 
psychologist puts it, "Regardless of how awkward it is, regard-
less of strains, it is better that the thing remain one common 
system, and that the people who are consulting with your ner-
vous aunt be in touch with the people in the laboratories who 
are working on rats and discovering things about the human 
cortex that will influence the next generation consulting with 
your nervous aunt." 
The Accounting Profession 
In the accounting profession, the natural areas of specializa-
tion would appear at first glance to be in the three basic areas 
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of work: auditing, taxes and management services. But these 
broad areas are closely interrelated. By passing the Uniform 
CPA Examination, every CPA has demonstrated basic com-
petence as an auditor. In order to be competent as an auditor, 
a CPA has to know something about taxes. He also has to be 
familiar with internal information systems in order to audit 
the information which they generate. Many of the areas in 
which he is frequently called upon to render management 
services are closely related to the information system. 
Ideally, every CPA ought to be first qualified as a general 
practitioner, possessed of a common body of knowledge and 
basically equipped to serve in any area of professional account-
ing practice. 
As he gains experience, the CPA may deal more and more 
with problems involved in one or another phase of practice. 
But within each field there are opportunities for more in-
tensive specialization. In some firms, for example, there are 
groups which specialize in the audit of financial institutions, 
banks, insurance companies, savings and loan associations and 
brokerage firms. Other partners and staff are specialists in 
SEC registrations. 
In the groups dealing with management services there are 
systems men, EDP experts, operations-research specialists, cost 
accounting specialists. 
On the other hand, there are entire firms which specialize 
in the accounting, tax and management problems of particular 
industries—hotels and clubs, oil companies, public utilities, for 
example. 
Some CPAs practicing as individuals or in small firms do 
nothing but income-tax work; others have acquired special 
skill in renegotiation of defense contracts, municipal and gov-
ernmental accounting, university accounting and so on. 
This tendency toward intensive specialization poses prob-
lems for the profession as a whole. 
Within the firm, specialization can work against the ob-
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jective of providing each client with an integrated professional 
service, embracing all his problems involving measurement and 
communication of data for both external and internal pur-
poses. Each specialist is intensely interested in his own narrow 
area of knowledge and skill, but he may not be able to see 
the forest for the trees. 
The audit staff, working against a time budget, has usually 
been mainly concerned with complying with the standards nec-
essary to give an unqualified opinion on the financial statements. 
The auditors have not primarily been looking for flaws in the 
information system or the planning and decision-making proc-
esses of the client, in the correction of which the management-
services group within the same firm might be helpful. Nor has 
it been a principal objective of the audit staff to uncover op-
portunities for tax savings which careful planning or rearrange-
ment of structure or transactions might make possible. How-
ever, there is now a trend toward broadening the scope of the 
auditor's investigation. 
Certified public accountants have widely varying educational 
backgrounds, and many of them have entered the profession 
through different routes. 
It is significant that universities tend to offer different types 
of programs in accounting, some of a specialized nature. Man-
agerial accounting receives special emphasis at some insti-
tutions and auditing is virtually ignored. Elsewhere the re-
verse is true. Taxes may or may not be dealt with at all. 
These programs may reflect the views of the respective faculties 
on the probable future nature of accounting practice. 
It cannot be assumed at present, therefore, that every CPA 
has a broad, basic understanding of the fundamentals under-
lying all areas of practice—for example, management organ-
ization and information systems; modern techniques of plan-
ning, control and decision-making; accounting principles; audit-
ing standards; and income taxes. 
But every lawyer may be assumed to have a basic under-
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standing of corporation law, criminal law, contracts, torts and 
the rules of evidence, for example. And every physician has 
demonstrated a basic competence in the general practice of 
medicine before he specializes. 
Within the next ten or twenty years, every new certified 
public accountant will no doubt have at least a basic compre-
hension of all fields of professional accounting practice. If he 
then becomes a specialist, he will understand the relationship 
of his specialty to the whole field of measurement and com-
munication of financial and economic data. He will be better 
equipped to coordinate his activities with those of his col-
leagues. 
In larger accounting firms there are now "general service 
partners" who coordinate the activities of the specialists. Ideally, 
these would be generalists who viewed the client, as the doc-
tors say, as "the whole man" and attempted to provide all the 
services he needed. The personal relationship between the 
individual CPA and his client is most important. Firms with 
highly specialized subdivisions are aware that their clients 
might find themselves dealing with too many different people. 
The firms attempt to preserve the client's sense of confidence 
in one partner on whom he can rely for concern about all his 
affairs. 
Specialization may have some bearing on the attraction of 
superior young people to the profession. Some university grad-
uates of high intellectual capacity do not wish to be trained 
in a highly specialized field which could become a dead end. 
Most of them prefer opportunities for broad training which 
will equip them for partnership. 
Yet the field of professional accounting practice is becoming 
so broad that there is no alternative to specialization. If the 
whole profession were composed of Jacks-of-all-trades, it would 
be unable to give the public the service it requires. A neat 
balance between generalists and specialists, and a close co-
ordination of their activities, seems essential. 
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Accreditation 
Specialization in accounting today is based on individual 
study and experience and not on any special educational quali-
fications or compliance with recognized standards of compe-
tence. In every field of practice there is so much to know that 
standards of accreditation would be difficult to define. 
Presumably, the prevailing sentiment in the profession today 
would be against the accreditation of specialists. The Council 
of the Institute has recently rejected two proposals which have 
some bearing on the question. 
One was a proposal for the creation of sections within the 
Institute, based on broad subject-matter areas, in which mem-
bers with similar interests might meet together for discussion 
of common problems—for example, taxation, management 
services, audits of public corporations. The opposition came 
partly from the state societies; they may have feared that sec-
tion meetings would be competitive with their own. But there 
was also strong opposition from many prominent members 
who feared that sectionalization would tend to divide the pro-
fession. 
A second proposal rejected by the Council was to establish 
an Academy of Professional Accounting. Admission to the 
Academy would have been based on evidence of advanced 
study. The primary purpose was to provide incentive for self-
improvement. While there was no provision for the recogni-
tion of specialists, the Academy could have ultimately moved 
in that direction. This may have been one of the reasons why 
the majority voted against it. 
Local practitioners generally may regard the accreditation 
of specialists with disfavor because larger firms are in a better 
position than local firms to provide an array of specialists, and 
the identification of the specialists might tend to downgrade 
local firms in the eyes of the public. The contrary argument, 
however, is just as persuasive. Unless local firms have some 
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means of demonstrating that their own specialists have met 
the same standards of proficiency as those of the larger firms, 
the public may assume that all local firms are general practi-
tioners, and that only the large firms can provide sophisticated 
special services. 
The disadvantage of not accrediting specialists is that any-
one may lay claim to specialization. The profession has no 
control over self-designated specialists. No courses of study 
have been developed, and no standards of competence have 
been devised, by which a CPA may demonstrate that he has 
superior competence in one field of practice or another. The 
public has no way of identifying individuals who are better 
equipped than the average to deal with problems of a highly 
specialized nature. Members of the profession who wish to 
call in consultants, or refer clients to specialists for the solution 
of particular problems, likewise lack ready means of identifica-
tion of colleagues who may be well equipped to perform such 
tasks. 
The publication of a directory indicating specialties has 
been suggested. Many CPAs would probably oppose this, how-
ever, unless areas of specialization were first defined and some 
means were found to measure competence in each area. 
The inevitable increase in specialization may result in the 
formation of academies, sections, or specialty boards within the 
professional organizations. If specialists desire to get together 
to exchange information and opinions, it would be unfortunate 
indeed if this had to be done through the formation of splinter 
groups outside the established professional societies. Necessary 
facilities should be made available within the family. Other-
wise there may be a tendency for the specialist groups to drift 
apart. Cross-fertilization of ideas would decrease, and the con-
cept of the integrated professional accounting service would 
suffer. 
The whole subject needs much more study than it has yet 
received. 
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Referrals 
Smaller CPA firms cannot be specialists in everything. Yet 
their clients, no matter how small, are entitled to a compre-
hensive professional accounting service. All businesses should 
have the advantage of modern methods of planning, control, 
decision-making and external reporting, even though the ap-
plication to small concerns of techniques employed by big 
business may be on a smaller and simpler scale. 
A CPA firm of, say, three partners and nine staff account-
ants should be able to provide an integrated service embracing 
basic needs for internal information, external reporting and 
taxation. When problems of unusual complexity arise requiring 
knowledge in extraordinary depth or the application of highly 
specialized techniques—such as a complicated tax case or a 
problem requiring operations-research procedures—the firm 
may call in as a consultant another CPA or firm of CPAs 
with the required special skills. 
This is precisely what the average law firm does when it 
encounters a problem in patent law or admiralty law. It is 
what the general practitioner of medicine does when his pa-
tient needs the assistance of a specialist. But up to the present 
time referrals among CPA firms have been rare, largely be-
cause of the fear that the firm called in to assist on a special 
problem may take over all the client's accounting work. The 
Institute has attempted to guard against this danger by amend-
ing its rules of conduct to provide that a firm called in on a 
referral basis shall not extend its services beyond the specific 
engagement without consulting with the referring member or 
associate.123 
Regardless of rules, however, any CPA firm which wishes 
the services of a specialist can protect itself by obtaining as-
surance, in writing if necessary, that the consultant will not 
encroach on the practice of the firm which called him in. In 
other words, the referring firm need not engage a consultant 
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in whom it does not have confidence, or who will not give satis-
factory assurance that he will not undertake additional services 
for the client without the consent of the referring firm. 
Technician Specialists 
As the practice of the certified public accountant moves up-
ward in the scale of value, his time is likely to be devoted to the 
most difficult problems with which he is competent to deal. His 
work will become more analytical; he will be consultant, 
adviser, and attester. He will have less and less time for detail 
work. He will undoubtedly need the assistance of technicians 
who are expert in the use of machines and special techniques 
but who do not have the broad basic education and experience 
of the CPA. He will supervise them and make final judgments. 
A simple illustration of a relationship of CPA and techni-
cian is the occasional use of public bookkeepers by certified 
public accountants. A CPA firm which has installed an ac-
counting system for a small client who cannot afford the full-
time services of a competent bookkeeper may refer to a public 
bookkeeping firm in which the CPA firm has confidence the 
task of monthly write-ups of the books, correction of errors, 
and preparation of basic financial statements—all under the 
general supervision of the CPA firm. 
Some CPA firms maintain bookkeeping departments manned 
by technicians who do not expect to become certified public 
accountants. 
Even in the conduct of audits, some of the work might be 
performed by skilled persons who lack the educational quali-
fications and training to become CPAs. Some thoughtful mem-
bers of the profession even now doubt whether it is necessary 
to require university graduates, some possessing Master's de-
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grees, to spend perhaps three years on the audit staff, engaging 
in field work involving somewhat detailed and sometimes mo-
notonous procedures. One year of diversified experience of this 
nature might be enough to train young people of superior in-
tellectual capacity. But there may be many people who could not 
qualify as CPAs who would perform the duties of junior staff 
assistants with a high degree of efficiency under adequate 
supervision. 
In medicine and dentistry the use of nonprofessional per-
sonnel has been developed to a fine art. In the old days the 
doctor recorded the medical history of the patient, conducted 
the physical examination, and then retired to the dispensary 
where he personally concocted the medicines which the patient 
required. Now many of these tasks are performed by reception-
ists, nurses, laboratory technicians, X-ray departments and 
pharmacists. The physician spends his full time in examination, 
diagnosis and prescription, in which he exercises his highest 
skills, and for which, of course, he can command the highest 
fees. This change in procedure has undoubtedly been partly 
responsible for the sharp increase in incomes of physicians and 
dentists in the last quarter century. 
CPAs might find it useful to encourage accreditation of 
technicians in subprofessional areas of the accounting function. 
The day may come when groups similar to nurses, pharmacists 
and laboratory technicians could be highly useful to CPAs. 
Conclusion 
Specialization in accounting, as in other professions, is on 
the increase. It is inevitable, and it has obvious advantages; 
but it also creates problems for the profession. 
Lacking a common body of knowledge and a common orien-
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tation, the specialists may tend to band together in water-
tight compartments. Within firms this would militate against 
the objective of providing clients with a comprehensive, co-
ordinated professional accounting service. Outside the firm, 
fragmentation of the profession could result. 
Pending the day when every CPA first qualifies as a gen-
eral practitioner with basic equipment in all fields of practice, 
coordination of specialists' activities is essential. 
Both the public and CPAs themselves should have some 
means of identifying specialists. But this presupposes some 
method of determining their competence. Definition of spe-
cialties, a system of accreditation, the formation of sections of 
the professional societies, and the publication of a directory 
indicating specialties are likely developments. 
Since no CPA or firm can specialize in everything, a system 
of referrals similar to that of medicine should be developed, 
so that the clients of all firms may have the benefit of what-
ever special skills the solutions to their problems may require. 
The possible utilization of nonprofessional technicians, to 
relieve CPAs of detailed work and repetitive procedures, should 
be explored. 
The objective is to have every CPA using his own particu-
lar knowledge and skills at the highest possible level, with the 
greatest possible efficiency, so that the public may have the 
widest possible benefit of accounting services of the highest 
possible quality. 
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CHAPTER 2 0 
The State CPA Laws 
UNDERLYING the entire structure of the accounting 
profession in the United States are the CPA laws of the sev-
eral states. They dictate the requirements for entry to the 
profession. They also provide the means by which CPAs may 
be expelled from the profession for misconduct. 
Broadly speaking, the state societies and the Institute will 
admit as members anyone who has received a CPA certificate 
from the duly constituted authorities of his state—although 
the Institute reserves the right to evaluate the experience of 
the applicant and the quality of the examination he has passed 
(the latter reservation is now academic, since all states have 
adopted the Uniform CPA Examination, which the Institute 
prepares). Membership in the state societies and the Institute 
is, of course, voluntary. 
The issuance of the CPA certificate under state law follows 
the pattern of the older professions—medicine and law, for 
example. In the United States it has always been a function 
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of the state governments to license professions and other oc-
cupations affecting the public health or welfare. 
This is not true, however, of most other countries. It is far 
more common for the accreditation and discipline of profes-
sional accountants to be left in the hands of the profession 
itself, through the professional societies. In the United King-
dom, Canada, Australia, The Netherlands, and many other 
countries, the certificate of qualification is issued by the pro-
fessional societies, which set their own educational and ex-
perience requirements and their own examinations. Expul-
sion from the society carries with it revocation of the profes-
sional designation, though with few exceptions such expulsion 
does not terminate the right to practice. 
The integrated bar is a movement in the same direction in 
the United States. In a number of states the bar association 
controls the right to practice law. Membership in the associ-
ation is compulsory. Disbarment, of course, means expulsion. 
In the United States control of professional accounting 
standards is ultimately vested in the state legislatures, many 
of whose members have little understanding of the accounting 
profession and little interest in it. It is, therefore, difficult to 
bring about any change in a CPA law—to raise standards, for 
example—without taking the risk that groups of non-CPAs 
will attempt to amend the law in such a way as to give them 
professional status without satisfying the existing requirements. 
Even if CPAs do not take the initiative in amending their law, 
they must be constantly alert to defeat attacks which would 
weaken it. 
The Uniform CPA Examination has greatly strengthened 
the standing of the CPA certificate and has facilitated reci-
procity among the states. In other respects, however, there is 
little uniformity. The diversity in educational and experience 
requirements, ethical standards, provisions governing interstate 
practice, regulatory concepts, and other provisions of state 
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CPA laws has been documented in the classic paper entitled 
"Fifty-three Jurisdictions."124 
If the professional practice of accounting were mainly of a 
local character, as in the case of medicine and law, the varia-
tions in admission requirements and ethical standards would 
not be a matter of great concern. Only the citizens of the 
state would suffer from bad legislation. But more and more 
the practice of accounting is assuming interstate, national and 
international scope. Diversity in state laws causes the profession 
real trouble and slows its progress significantly. 
Relations with Federal Government 
The increasing influence of the Federal Government in the 
economy, and consequently in the practice of accounting, viv-
idly illustrates the difficulties. When a Federal agency decides 
to rely on professional accountants to conduct independent 
audits of enterprises subject to its jurisdiction, the agency faces 
the problem of deciding who are professional accountants in 
the various states. While the Uniform CPA Examination and 
the disciplinary provisions of CPA laws justify an assumption 
that CPAs are competent and responsible, there are also non-
CPAs who claim the right to attest to financial data for pur-
poses of Federal agencies. In some states there are licensed 
public accountants, in others there are unlicensed public ac-
countants, and in all states there are unlicensed persons who 
have assumed various titles and offer accounting services of 
some sort to the public. 
Various Federal agencies have had to wrestle with this 
problem, and they have evolved different solutions. The Securi-
ties and Exchange Commission will accept an opinion on a 
financial statement from any public accountant whom it con-
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siders independent; it requires no test of competence nor does 
it insist that the certifying accountant be subject to any statu-
tory disciplinary control. The Treasury Department has set 
its own examination to test the competence of persons who 
are neither lawyers nor CPAs for enrollment to practice before 
the department. The Rural Electrification Administration has 
decided that it will accept financial statements of electric and 
telephone cooperatives under its jurisdiction only if they bear 
the opinion of a certified public accountant, but the agency 
has been under pressure to modify this requirement so as to 
include other public accountants. The Small Business Admin-
istration has adopted still a different approach: it will accept 
financial statements of small business investment companies 
which carry the opinion of a certified public accountant, a 
licensed public accountant, or a public accountant in a per-
missive state who has had ten years of experience. 
A general provision now widely adopted in Federal legislation 
requiring audits stipulates that such audits shall be made by 
independent CPAs or by independent licensed public account-
ants—in accordance with generally accepted auditing stand-
ards. This provision has been approved by the General Ac-
counting Office, the Bureau of the Budget, and the American 
Institute. 
Ethical Controls 
The variation in state laws also results in varying degrees 
of strength in ethical controls over certified public accountants 
themselves. Some states have much weaker provisions than 
others for the suspension or revocation of CPA certificates. 
Federal Government agencies, bankers and credit grantors, 
therefore, sometimes raise questions about the extent to which 
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they can rely on audits by CPAs of different states, with an 
eye to effective sanctions against gross negligence or fraud. 
To be sure, the state societies and the Institute have reason-
ably uniform standards of professional conduct, and fairly 
effective machinery for the discipline of violators. But Federal 
officials and others concerned point out that expulsion from a 
professional society does not prevent a CPA from continuing 
his practice. Therefore, the fear of expulsion is not as effective 
a deterrent to misconduct as, for example, the fear of disbar-
ment on the part of a lawyer. 
Some state boards of accountancy have taken vigorous ac-
tion against CPAs charged with unethical conduct or mal-
practice. But many lack the clear statutory authority, or the 
funds, or the manpower to maintain continuous policing of 
the profession. 
The Federal Government is not the only area in which this 
diversity of standards hurts CPAs. Investment bankers and 
the large metropolitan commercial banks are aware of the lack 
of uniformity in CPA standards. This inclines them to influence 
their customers to engage firms whose names are well known 
and whose reputations justify reliance. Many a bond indenture 
contains a provision that annual audits shall be made by a 
nationally recognized firm of accountants. The local practi-
tioner, therefore, may suffer more than he knows because of 
the uncertainties created by lack of uniformity in professional 
standards among the states. 
Interstate Practice 
Another source of trouble is the lack of uniform provisions 
governing the interstate practice of accounting. Bad blood is 
467 
generated within the profession by conflicts arising from statu-
tory provisions which impede interstate practice, or prevent 
use of the designation "certified public accountants" by firms 
having offices in more than one state, or create unnecessary 
difficulties for a CPA of one state who moves to another in 
qualifying as a CPA in his new domicile. There have been 
lawsuits and threats of lawsuits over such questions which have 
generated bitterness between local and national accounting 
firms. 
International Relations 
Efforts to make arrangements with other countries under 
which American CPAs might be permitted to practice abroad 
are severely handicapped by the diversity of CPA laws in the 
United States. 
Many of these laws make no provision for the recognition 
of professional qualifications acquired in other countries. In 
many states it would be virtually impossible for a qualified pro-
fessional accountant of another country to engage in practice 
without becoming an American citizen (or declaring his inten-
tion to do so), satisfying the educational and experience require-
ments of the CPA law, and passing the Uniform CPA Examina-
tion. The Institute has recommended provisions in state laws 
to correct these conditions, but only a few states have adopted 
these provisions. Consequently, in negotiations with other coun-
tries, United States representatives are bargaining from weak-
ness—in that they are asking for privileges abroad which they 
are not in a position to offer, except in specific states, to quali-
fied accountants of other countries. 
468 
Standards of Competence 
The processes of amending state CPA laws are so difficult, 
so slow, and so fraught with risk, that the standards for quali-
fication as a certified public accountant tend to lag behind 
the realistic requirements of the actual professional practice 
of accounting. As the scope of the CPA's practice expands 
into new areas, as his responsibilities increase, as his growing 
prestige leads the public to expect a higher quality of profes-
sional accounting service, the statutory requirements for the 
CPA certificate are likely to be below the level which would 
assure that a candidate was qualified to satisfy the public's 
needs. 
As a matter of fact, educational requirements for the CPA 
certificate are even now below the standard that the realities 
of the situation demand, and below the educational qualifica-
tions that most candidates possess. 
Most states do not yet even require a college education. But 
even the highest educational requirements now embodied in 
state law or regulations may prove to be inadequate in the 
light of future demands on the profession. 
There is a wide difference of opinion as to whether experi-
ence requirements are desirable or not. If they are, then 
existing provisions for appraisal of the quality of experience 
in many states are wholly deficient. Often no distinction is 
made between experience in write-up work, tax work and audit-
ing, for example. The mere passage of time in the employ of a 
CPA will suffice. If experience requirements are not essential, 
then many young men may be discouraged from entering the 
public-accounting profession because of the necessity of spend-
ing years in the employ of a certified public accountant, and 
in some states waiting to take the CPA examination until 
that requirement has been fulfilled. 
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The scope of the Uniform CPA Examination itself will be 
difficult to change under the statutory requirements which now 
exist. 
The present examination is oriented toward financial re-
porting and auditing. It emphasizes the determination of tax 
liability rather than tax planning. It touches only lightly on 
managerial uses of financial data, or on the nature and uses 
of information systems. Under these conditions, the CPA cer-
tificate tends to be regarded in some quarters as merely an 
indication of minimal competence for entry into the account-
ing profession, rather than as a symbol of competence to under-
take the general practice of the profession, as it was originally 
conceived to be. 
A Drag on Progress 
All in all, the ultimate control of professional standards by 
state legislatures, the diversity of state laws, and the difficulty 
of changing them constitute a drag on the progress of the 
profession as a whole. The present situation is adverse to the 
interests of local practitioners and of national firms in different 
ways. Firm names and reputations tend to become more sig-
nificant to outsiders than the CPA designation itself. Interstate 
practice is impeded. Obstacles are placed in the way of the 
international practice of accounting by CPA firms. Friction 
is created within the profession. The stature of CPAs both in the 
eyes of the Federal Government and the public may be ad-
versely affected. And, finally, there is a constant drain on the 
financial resources and manpower of the profession to fight 
off recurring attacks on the CPA laws by those who desire pro-
fessional status without demonstrating any professional com-
petence. 
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What Can Be Done About It? 
The prospects for achieving uniformity appear to be dim. 
The Institute has been blamed for failure to press more vig-
orously for uniform state legislation. Yet, in the last analysis, 
the Institute is virtually helpless. Its Council can pass resolu-
tions advocating uniformity in state laws, but nobody pays 
much attention to them. In fact, the devotion to states' rights 
ingrained in most Americans inspires resentment at any effort 
of a national organization to intrude in state affairs. 
Only a ground swell of popular opinion among the certified 
public accountants throughout the country is likely to bring 
about early and nationwide correction of the disadvantages of 
the present situation. 
Such a ground swell could be initiated only through the state 
societies and the Association of CPA Examiners, which includes 
all members of the state boards of accountancy of the country. 
Periodic conferences of these two groups to explore legislative 
problems might gradually develop uniform legislative policies 
which would have grass-roots support. 
Federal Accreditation? 
An alternative suggested is legislation by Congress to establish 
a national standard of qualification for the professional practice 
of accounting. But there are serious objections to this idea. First, 
there are constitutional and legal problems to be overcome; 
second, the effort to supersede state laws would create wide-
spread controversy within the profession; third, there is much 
doubt of the advisability of inviting the Federal Government to 
participate in the regulation of the profession. 
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Accreditation by Professional Society? 
It is also frequently suggested that the profession create an 
organization similar to the institutes of chartered accountants 
in the British Commonwealth, which could set its own stand-
ards, confer upon its members its own designation and exer-
cise its own disciplinary controls. Such an organization might 
be incorporated under Federal law. But since it is inconceiv-
able that the state CPA laws would be repealed, the problems 
of interstate and international practice would remain, as well 
as the problem of preventing continuation of practice by ac-
countants guilty of misconduct. The public might be confused 
by the existence of two professional accounting designations— 
one conferred under state law and the other by a private 
organization. Conceivably, a deep schism could be created with-
in the profession itself. CPAs who disapproved of the new 
organization and those who could not qualify for admission 
to it, might form a competing national society, hostile to the 
new one. This would divide the profession and seriously weaken 
its influence. 
However, there are some who believe that these dangers 
could be avoided. If only CPAs were eligible for the higher 
accreditation, and if such accreditation were conducted within 
the national CPA organization, it might take on the character 
of an advanced degree without disturbing the existing political 
structure. 
In effect, the CPA certificate would be accepted as a mark 
of minimal competence to enter the profession, but within the 
national CPA organization a higher standard of accreditation 
would be established for those who wished to demonstrate their 
qualifications to practice at a higher level. Obviously, how-
ever, this would not solve most of the problems created by the 
diversity among state CPA laws. 
In any event, this approach has been foreclosed, for the time 
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being at least, by Council's rejection of the proposal for an 
Academy of Professional Accounting which would grant rec-
ognition to members of the profession who had engaged in 
advanced study. 
Many CPAs would doubtless resist any effort to create a 
designation indicating superior competence, for fear that it 
might downgrade the status of the CPA certificate. Yet unless 
the standards under which the CPA certificate is issued keep 
pace with the public demand for professional accounting serv-
ice, there will be an increasing proportion of the certified 
public accountants in the country who are not equipped to 
meet this demand. The public will find itself disappointed with 
increasing frequency in the quality of service rendered, and its 
respect for the CPA profession may decline. 
Accreditation by Universities? 
Yet another possible approach which has been suggested is 
to have the CPA certificate issued by the universities, which 
is the practice in most Latin American countries. This approach 
assumes, of course, that the experience requirement is unnec-
cessary. 
If the profession, through the Institute, controlled the sub-
ject matter of accounting curricula through a system of ac-
creditation of schools of business, and the universities adopted 
the Uniform CPA Examination, the profession could link the 
processes of education and qualification in a highly effective 
manner. 
But this would require a radical reversal of the present sys-
tem of qualification under state law. It would presumably also 
require renunciation of all efforts to regulate the practice by 
restricting it to licensed persons. 
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A State by State Approach? 
A remaining possible alternative is a systematic effort to 
bring about uniformity in state CPA laws on a state-by-state 
basis. The Council of the Institute, which consists of represen-
tatives of all states, including the presidents of the state societies, 
has already adopted the following resolution as a long-range 
objective: 
"It is an objective of the Institute to bring about uniform 
national standards applicable to the requirements for issuance 
of CPA certificates and recognition of qualified accountants 
of other countries, freedom of movement in interstate and in-
ternational accounting practice, and codes of ethics and en-
forcement procedures." 
The Council should attempt to persuade individual states, 
one at a time, to bring their laws and regulations into con-
formity with standards which the Council believes to be de-
sirable from the viewpoint of the profession as a whole. 
It might well take a decade or two to accomplish visible 
results. But this approach would minimize the danger of intra-
professional cleavages inherent in other suggested solutions. 
With patient but persistent efforts, based on sound policies 
developed with local participation, it should be possible to per-
suade CPAs throughout the country that their own self-interest 
is at stake—that failure to change archaic statutory provisions 
may stunt their profession's growth. 
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CHAPTER 2 1 
Relations With Other 
Accounting Groups 
T H E regulation of the accounting profession under 
state law inevitably raises questions about the appropriate re-
lationship between CPAs and non-CPAs. Are they natural 
adversaries—or, being engaged in various areas of the broad 
accounting function, do they have sufficient community of in-
terest to justify a cooperative relationship? 
Licensed Public Accountants 
Non-CPAs are divided into three groups. 
In the thirty-six jurisdictions which now have regulatory 
laws, non-certified public accountants in practice at the time 
the laws were enacted have been licensed without examination 
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to continue such practice without limitation under the title of 
"public accountant." 
They are permitted to do anything that CPAs can do, in-
cluding the expression of opinions on financial representations 
based on independent audits. 
Such licensing was necessary to avoid depriving this group 
retroactively of their means of livelihood. However, with few 
exceptions, these regulatory laws provide that there shall be 
no further additions to the ranks of public accountants. The 
result, therefore, is that the practice of accounting under a 
professional title, and the right to express opinions on financial 
representations—the attest function—will be restricted ulti-
mately to certified public accountants in all but a few of the 
so-called regulatory states. 
Meanwhile the transitional group of public accountants were 
in effect admitted as what might be termed "associate mem-
bers" of the accounting profession. From the beginning, how-
ever, many CPAs have been reluctant to recognize these licensed 
public accountants as members of the club. Consequently, the 
public accountants formed their own local organizations, and 
some twenty years ago banded together in a national body— 
the National Society of Public Accountants. 
This organization until recently has advocated continuing 
registration of public accountants so as to make them a perma-
nent class. CPAs have opposed these efforts—successfully in 
most cases, unsuccessfully in a few. The CPAs' position is that 
it would be contrary to the public interest to license two classes 
of accountants qualified under different standards but using 
similar titles, and both authorized to do the same work. 
In 1959, the Council of the Institute declared it an objective 
of the Institute that CPAs and their professional societies 
should develop and maintain friendly cooperative relations 
with this transitional group of public accountants, with the 
purpose of improving educational, technical and ethical stand-
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ards, and providing aid in fulfilling requirements for the CPA 
certificate. 
Recently a number of state societies have moved in the direc-
tion of implementing this objective, by providing assistance to 
licensed public accountants in preparing for the CPA exam-
ination, by inviting their representatives to meetings of the 
CPA societies and by maintaining open channels of communi-
cation between the two groups. Consideration is now being 
given in some states to offering the licensed public accountants 
the professional development courses of the Institute, admin-
istered by CPAs. The possibility of some type of affiliation of 
licensed public accountants with the state societies of CPAs 
has even been mentioned cautiously in some quarters. 
Closer relationships between licensed public accountants and 
CPAs might diminish legislative conflicts between the two 
groups, which in some states have been costly in both time and 
money and have not improved the public relations of either. 
"Permissive" Public Accountants 
In a number of states regulatory legislation has not yet been 
enacted. Anyone, even a public bookkeeper, may hang out a 
shingle as a public accountant and engage in accounting prac-
tice to the full extent permitted to CPAs, including the ex-
pression of opinions on financial representations, without any 
demonstration of competence or subjection to disciplinary con-
trols. Since there is no legislative restriction on this group, its 
numbers may grow without limitation. 
The Council of the Institute in 1956 adopted a policy ad-
vocating regulatory legislation which would prevent further 
accessions to the public accountant group. As state after state 
has adopted this policy, it may be expected that in the course 
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of time all fifty-three jurisdictions will have eventually re-
stricted the designation "public accountant" and the right to 
exercise the attest function to certified public accountants alone. 
Meanwhile, the unlicensed public accountants in permissive 
states are regarded as potential licensed public accountants, 
and therefore part of the "transitional group" with which the 
Institute is authorized to cooperate under the 1959 resolution 
of the Council. 
The "Technicians" 
In all the regulatory states, however, unlicensed individuals 
offer limited accounting services to the public, principally 
bookkeeping, write-up work and the preparation of tax returns 
for individuals and small businesses. In order to distinguish 
them from persons legally permitted to use the title "public 
accountant," these individuals have been described in this book 
for the sake of convenience as "technicians." In the regulatory 
states these technicians are prohibited, of course, from the ex-
pression of opinions on financial representations. However, a 
fairly long line of court decisions indicates that it is not legally 
possible, under regulatory CPA laws, even if it were considered 
desirable in the public interest, to prevent them from doing 
bookkeeping, write-up and tax work, which does not involve 
third-party reliance. 
In the older regulatory states, where licensed public ac-
countants have virtually disappeared, the technician groups 
have also been admitted to the National Society of Public 
Accountants, which until recently advocated the reopening of 
registration as public accountants for these members. This has 
been opposed successfully by the CPAs in all but a very few 
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cases, but on a number of occasions the legislative battles have 
been severe. 
In various states the technician groups assume various titles, 
depending on what seems permissible under the specific terms 
of the applicable regulatory laws: "independent accountants," 
"accountants," "public bookkeepers" are among the titles now 
in use. 
AICPA-NSPA Talks 
In 1960 the Institute appointed a committee on relations 
with public accountants and invited the National Society of 
Public Accountants to name a similar committee to meet with 
it. The purpose was to discuss the possibility of implementing 
the Council resolution of 1959, looking to cooperative relations 
between CPAs and public accountants legally permitted to 
practice as such. 
It soon became apparent that no cooperative relationship 
at the national level would be possible as long as the legislative 
policies of the two groups brought their associated state organ-
izations into conflict. The NSPA advocated continuing regis-
tration of public accountants and reopening of such registration 
for its "technician" members in older regulatory states. The 
AICPA opposed this program on the ground that it made no 
sense to have two classes of accountants, with similar titles but 
different levels of qualification, both licensed to do the same 
things. 
It was agreed that it would be worthwhile to re-examine 
these policies, in order to determine whether there was any 
hope of reaching agreement on a legislative pattern acceptable 
to both groups. 
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Four years of discussions followed, out of which gradually 
evolved a joint report on which the two committees agreed. This 
report was submitted to the respective governing bodies, but 
for reasons indicated below was not approved by them. 
The principal features of this joint report of the two com-
mittees were as follows: The National Society would abandon 
its policy of advocating legislation to create a permanent class 
of licensed public accountants and to reopen the registration 
of public accountants in older regulatory states. The Institute 
would agree that the "technician class" of unlicensed practi-
tioners should be licensed under a title clearly distinct from 
that of public accountants or certified public accountants, and 
without the right to express opinions on financial representa-
tions. Requirements for licensing technicians would be relatively 
simple—testing only minimum competence for bookkeeping, 
write-up and similar work. In effect, the technicians would be 
licensed only to do what they were already legally permitted 
to do. Although the technicians would not be regarded as part 
of the accounting profession, the licensing would give them 
identification and place them under disciplinary control. Mean-
while, the transitional group of public accountants would be 
drawn into close cooperative relations with the CPAs. 
The committees hoped that such a program would eliminate 
the costly legislative struggles which otherwise seemed endless. 
When the report was exposed to the state organizations of 
the two groups, many objections were raised. No title suggested 
for the technician class seemed acceptable to both sides. The 
constitutionality of legislation restricting the activities of the 
technician class to licensed persons was seriously questioned. 
Since the implementation of any such program would neces-
sarily be in the state legislatures, it seemed inappropriate for 
the Institute to take any position that was not supported by 
at least a majority of the state societies. The Council, therefore, 
in May 1964, reiterated its desire for cooperative relations with 
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the transitional class of public accountants, but tacitly left the 
question of licensing the technician class to be answered at the 
state level. 
What comes next remains to be seen. While the report has 
not been officially confirmed as this book goes to press, the 
NSPA is said to have modified its legislative policy at its an-
nual meeting in 1964. Instead of advocating a reopening of 
regulatory laws for the registration of present technicians as 
public accountants, it will advocate the licensing of such tech-
nicians as a separate class, under a suitable title indicative of 
the nature of their work, but without the right to express 
opinions on financial representations—or so it is reported. 
Since about three-fourths of the membership of the National 
Society consists of public accountants legally entitled to prac-
tice as such, it would be possible under existing policy for the 
Institute to cooperate closely with the NSPA if the conflict 
over legislation could be resolved. But the fact that some 25 
per cent of its members are technicians who ardently desire 
identification through licensing laws, which most CPAs op-
pose, keeps the conflict alive. 
No immediate resolution of this complex problem is apparent. 
Costly and time-consuming legislative battles may be inevita-
ble. But the CPA organizations should not cease the effort to 
find a better answer than the unpredictable results of political 
attrition. 
Without a uniform national policy, the state organizations 
are likely to find themselves reaching widely different results 
in different parts of the country. When there is conflict be-
tween two groups the ultimate decisions of state legislatures 
can never be foreseen. 
A precedent in one state, favorable to one side or the other, 
encourages efforts to accomplish similar results in other states. 
Compromises are sometimes made in the heat of legislative 
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battle which obscure the fundamental principles involved in 
regulation of a profession in the public interest. The "two kinds 
of accountants" may sometimes appear to outsiders to be 
engaged in a jurisdictional dispute motivated by self-interest. 
Left entirely to the fortunes of war, a veritable crazy quilt of 
state legislation is possible in the next ten or twenty years, which 
may bewilder Federal Government agencies, bankers and others 
who try to identify the accounting profession in the United 
States as a whole. 
How, then, could a national policy be achieved which might 
encourage a uniform legislative pattern throughout the country? 
It is clear that the Institute cannot impose a policy on the 
states. State legislation is properly and inevitably within the 
jurisdiction of the state societies. But the Institute should not 
wash its hands of the matter. Most of the state societies have 
indicated that a uniform national policy is desirable. They must 
develop it themselves, however. The Institute's role appears to 
be that of coordinator. 
The Institute should organize national or regional confer-
ences of representatives of state societies and state boards to 
discuss legislative policies and procedures. The Institute should 
provide factual information and point out alternative courses 
of action, as a basis for discussion by the state representatives. 
The Institute should not, however, advocate any particular 
position until it is clear that it will have the support of a sub-
stantial majority of the states. At that time, the Council might 
officially adopt the consensus as the official policy of the na-
tional organization of CPAs. Thereafter the entire profession 
could support this policy with a united front and to the full 
extent of its resources. 
There are many legislative problems other than those involv-
ing relations with non-CPAs. But in concluding the present 
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discussion of this particular subject, it appears that, broadly, 
there are three courses of action open to the state organizations 
of CPAs: 
1. To resist any and all efforts to license the technician class 
on any terms. 
2. To adopt the program recommended by the joint com-
mittees of AICPA and NSPA, or some modification thereof. 
3. To develop a new approach to the problem. 
Meanwhile, it is to be hoped that state societies will make 
all possible efforts to implement the objective already officially 
adopted, which the vast majority of them have approved, to 
cooperate with the transitional group of public accountants to 
improve educational, technical and ethical standards, and to 
provide aid in fulfilling the requirements for the CPA certificate. 
A sincere effort in this direction might help to make legislative 
problems more manageable. If the public accountants legally 
entitled to practice as such identified their own interests with 
those of the CPAs, instead of with those of the unlicensed tech-
nicians, a long step toward legislative peace would have been 
taken. 
Relations With Other Accountants 
Relations between CPAs and accountants engaged in industry 
and in teaching are excellent. It is an official objective of the 
Institute to encourage cooperation and consultation among 
national organizations of accountants, to the end that the en-
tire accounting function may make its greatest contribution to 
the public welfare. 
In 1959 the Institute initiated an annual conference of the 
presidents and executive directors of the five principal account-
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ing organizations: the American Accounting Association, the 
Financial Executives Institute, the Institute of Internal Audi-
tors, and the National Association of Accountants, in addition 
to the American Institute itself. 
These meetings have led to an exchange of information on 
accounting research, publications, legislative problems, public-
relations problems, the recruiting of accounting personnel and 
other subjects of mutual interest. Between these annual con-
ferences of the top officials, staff relationships have been con-
tinuous. Duplication of effort has thus been avoided, as well 
as conflicting policies among these groups. 
It has been suggested that this somewhat informal relation-
ship should be extended by the formation of a permanent body, 
somewhat like the Joint Engineering Council, in which the 
various societies of engineers participate through designated 
representatives. They discuss problems of mutual concern and 
suggest solutions to the participating bodies. 
An accounting council, including all reputable national or-
ganizations involved in any part of the accounting function, 
might be useful as a medium of communication for exchange 
of technical information and as an advisory group on policy 
questions of common concern. 
But the question needs to be considered whether there is 
sufficient need to justify the creation of what in effect would 
be a new organization, or whether adequate communications 
can be maintained and policy coordinated through the present 
informal arrangements. 
Other Groups 
As the concept of the accounting function broadens to in-
clude the measurement and communication of financial and 
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economic data for a wide variety of purposes, the CPA pro-
fession will find that it has interests in common with other 
groups, whose members do not call themselves accountants but 
are nevertheless measuring and communicating data of the 
same nature. 
Economists, statisticians and actuaries deal with problems 
which at points come into direct relationship with those en-
gaging the attention of CPAs. 
Management consultants, budget officers, operations research-
ers, industrial engineers, data-processing experts—all have spe-
cial skills which in many situations may complement those of 
CPAs. 
In practice CPAs often find themselves working in coopera-
tion with members of these other groups. 
All these groups have formal organizations, some of them 
older than the Institute, others comparatively new, with which 
official communications could be established. Exchanges of in-
formation and discussion of matters of mutual interest could 
be rewarding to the Institute, and perhaps to the other or-
ganizations as well. It seems almost negligent of CPAs not to 
know what is going on in fields closely related to their own. 
The Institute should get in touch with all organizations of 
this kind, arrange for exchanges of publications and periodic 
conferences, and inform its members of developments in these 
closely related fields which should be of interest to CPAs. 
Conclusion 
As the national organization of CPAs (the only accountants 
identified as qualified professionals in the field), the American 
Institute should interest itself in all areas of accounting from 
public bookkeeping to corporate controllership. 
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As the American Medical Association must concern itself 
with activities in the entire area of public health, and the 
American Bar Association must concern itself with all aspects 
of the administration of justice, so the Institute should do what 
it can to help improve the quality of accounting in every field 
of human endeavor. 
This will require maintenance of close cooperative relations 
with all organizations representing groups engaged in various 
aspects of the accounting function, in the broadest sense of 
that term. Arrangements should be made for systematic ex-
change of information with such groups, and reports to Insti-
tute members of what is going on in all segments of the account-
ing field. 
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CHAPTER 2 2 
Publications 
PUBLICATIONS are indispensable in a profession. The 
present publications programs of the accounting profession are 
probably inadequate to meet the needs of CPAs in the next 
ten or twenty years. 
Studies have shown that the professional journals are the 
best media for communication of new developments and new 
ideas. No matter how much reading matter a professional 
man may receive, he will give special attention to his profes-
sional journal. If he doesn't, he may miss something of vital 
importance to his own practice. 
Professional people must not only be selective in deciding 
what to read among the masses of material which confront 
them every day, but they must be cautious in relying on what 
they read. Yet it is impossible to avoid delegating judgment in 
part: no individual can think through every problem which 
confronts him and form completely independent conclusions. 
Everyone must accept some of what he reads as a basis for 
his own opinions and decisions. 
The professional journal is authoritative. Usually it is edited 
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and published by a professional society, and is therefore a 
nonprofit enterprise. It enjoys a high degree of acceptance. It 
is one of the most important tools for the development of any 
profession. The responsibilities of the professional journal, there-
fore, are very great. 
The Journal of Accountancy 
The Journal of Accountancy, published by the Institute, 
has an impressive circulation of more than 100,000, and an 
estimated readership of double that number. This magazine is 
probably the most widely read accounting magazine in the 
world. 
This extensive readership, however, is not an unmixed bless-
ing. In the effort to serve all its readers, The Journal spreads 
its editorial content over a wide range of subject matter. More 
than this, it must deal with each subject at varying levels of 
sophistication, since its readers include students, staff assistants, 
individual practitioners, partners of accounting firms of vari-
ous sizes, controllers and financial executives, even some cor-
poration presidents, teachers, government officials, some bank-
ers and lawyers, and others. It is not surprising that some 
readers complain that too much of the content is outside the 
scope of their own immediate interests. 
The Journal attempts to deal with current developments and 
thought in the areas of accounting, auditing, taxes, manage-
ment services and the conduct of an accounting practice, in 
addition to such general professional subjects as ethics, legis-
lation, and public relations. In the effort to be all things to all 
men, the magazine cannot fully satisfy anyone. It is neither 
a news magazine, a trade journal, nor a scholarly "proceed-
ings," but something of each. 
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The CPA 
The Journal has been relieved of the necessity of printing 
news about Institute activities, and thus at least is spared the 
additional function of serving as "house organ" for the pro-
fessional society. This task is performed by the monthly CPA, 
whose circulation is confined to Institute members. It is fre-
quently suggested that The CPA and The Journal be com-
bined, in the mistaken belief that this would result in econo-
mies. Actually the combination would cost no less—perhaps 
even more—than separate publications. In addition, it would 
further dilute the interest of nonmember subscribers to The 
Journal. 
Management Services 
Since The Journal cannot adequately cover all of the pro-
fession's rapidly expanding interests, the Institute has recently 
undertaken the publication of a new magazine, Management 
Services, which is designed to cover those phases of manage-
ment planning, systems, control and decision-making in which 
CPAs may render useful service. This new magazine is edited 
at a high professional and technical level, not duplicating the 
content of magazines of more general nature already in the 
field. 
New Magazines? 
This suggests that there may also be room for a magazine 
on taxation specially designed for CPAs. While there is a 
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plethora of published material on taxes, most of it is of the 
news variety, reporting and commenting on recent rulings, 
court decisions, and legislative changes. It seems quite possible 
that a magazine on tax accounting, perhaps a quarterly, which 
combined detailed analysis of trends in taxation, scholarly 
critiques of important decisions, case studies in tax planning, 
and articles on techniques of tax practice might fill a latent 
need and attract widespread support. 
There may be a need, also, for a periodical on the manage-
ment of an accounting practice, somewhat similar to Medical 
Economics or the Practical Lawyer, both of which have a wide 
circulation in their respective professions. 
Accounting Review 
The profession's need for a periodical devoted to accounting 
theory has been met in part by the quarterly Accounting Re-
view, published by the American Accounting Association and 
designed mainly for the academic branch of the profession, 
though it is read by many practitioners. It deals largely with 
theoretical accounting problems, the relationship of accounting 
to economics and sociology, and matters pedagogical. The As-
sociation's policy is to provide in the Review a medium for 
publication of the writings of younger accounting teachers, as 
well as those of more mature and experienced authors. 
Journal of Accounting Research 
The University of Chicago's Graduate School of Business 
Administration, in collaboration with the London School of 
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Economics, has recently launched a quarterly Journal of 
Accounting Research which shows promise of sustaining a highly 
scholarly level of content. In the years ahead the accounting 
profession will urgently require a medium for the discussion 
of the theoretical and conceptual foundations of its work, and 
for the publication of results of research in depth. The Chicago 
quarterly may serve this purpose. 
Legal Publications 
The legal profession has witnessed an amazingly successful 
development in the law reviews or journals published by vari-
ous law schools. These monthly or quarterly publications are 
edited by students who compete eagerly for the honor. Editors 
of law reviews are superior students, and are virtually assured 
of attractive positions upon graduation. The training they 
receive and the extra work they do in the editorial capacity 
are extremely useful to them. 
The publications are valuable as an educational medium, 
but they also have a great influence on the development of the 
law. Practicing lawyers are invited to contribute notes or ar-
ticles. The courts increasingly cite law-review articles as author-
ities in their opinions. The law reviews are independent and ob-
jective. They frequently criticize positions taken by the organ-
ized bar. It has been said that the only place in which the 
United States Supreme Court can be reversed is in the columns 
of the law reviews! 
It might be helpful to the accounting profession if the gradu-
ate schools of business administration would sponsor similar in-
dependent journals, supervised by faculties but edited by su-
perior students who are specializing in accounting. The state 
societies of CPAs might pool their resources with those of the 
universities in a joint effort along these lines. 
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State Society Publications 
Many of the state societies publish monthly or quarterly pe-
riodicals—some of them only newsletters, others combining so-
ciety news with technical articles, a few confined to technical 
and professional material. From time to time they obtain ex-
cellent articles, but the quality is uneven. For the most part 
circulation is within the society's membership, and much of the 
editorial content is locally oriented—for example, articles on 
state tax laws. These publications serve useful purposes, among 
them providing a vehicle for young authors who might other-
wise be discouraged from taking pen in hand. Only a few of the 
state society bulletins or magazines, however, would claim the 
status of professional journals. If the state societies combined 
their efforts—perhaps on a regional basis—with those of the 
graduate schools of business, the literature of accounting might 
be more greatly enriched. 
Publications of Other Accounting Groups 
Much material of interest and value to CPAs appears in 
publications of other accounting organizations, which are too 
numerous even to be listed here. Typical examples are The 
Financial Executive (Financial Executives Institute), the 
N.A.A. Bulletin (National Association of Accountants), The 
Internal Auditor (Institute of Internal Auditors) and The 
Federal Accountant (Federal Government Accountants Asso-
ciation) . 
Each of these periodicals is oriented toward a particular 
audience, and the editorial content is naturally to some extent 
of a specialized nature. But there is much excellent material 
in all of them which would be useful to CPAs. 
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Accounting sections of trade and industry associations also 
produce publications of which CPAs who have clients in those 
fields should be aware. 
Firm Publications 
Some of the larger accounting firms also publish monthly or 
quarterly bulletins or magazines, combining information about 
the firms with articles on technical and professional subjects 
written by partners or members of the staffs. Circulation is 
usually confined to personnel and clients of the firm, libraries, 
and perhaps a few individuals who have requested to be put 
on the mailing list. These publications often contain first-class 
articles which deserve wider exposure within the profession. 
There can be no criticism of an internal publication designed 
to keep partners and staff informed of what the firm wants them 
to know. Nor can one deny the right of any firm to send a 
publication to its own clients containing materials which might 
be useful. 
But some observers have questioned the wisdom, if not the 
propriety, of a professional firm's undertaking an extensive 
publications program. No law firm, for example, does so; indi-
vidual partners who are moved to write articles submit them 
to the established law reviews, the American Bar Association 
Journal, or other media. The preoccupation of partners and 
staff of the larger accounting firms with the development of 
material for their own publications to some extent deprives the 
profession as a whole of their talents. Firm publications have 
relatively limited circulation in comparison with The Journal 
of Accountancy or the Accounting Review, and do not get into 
the public domain. It might be better for all concerned if larger 
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accounting firms contributed their literary efforts to publica-
tions sponsored by professional societies or universities. 
In defense of the firms' publication programs it may be said 
that no other profession is organized in firms so large as to re-
quire an internal medium of communication; the professional 
accounting publications up to this time have not been adequate 
to fill all needs, and the "house organ" encourages writing by 
younger members of the organization who might hesitate to 
submit their efforts to professional periodicals of general circu-
lation. 
The American Institute has recently adopted a policy of of-
fering to publish research studies, books or monographs pro-
duced by accounting firms, with due credit to the authors. In 
this way the fruits of research within firms can be made readily 
available to the entire profession and to the public. 
Students and Staff 
There is no periodical of national scope designed for students 
and junior staff assistants, such as some other professions— 
engineering for example—have provided. Younger candidates 
for the CPA certificate are expected to read The Journal of 
Accountancy along with their seniors, although much of what 
it contains is beyond their immediate interests. In the years 
ahead there may be a need for a magazine edited at a pre-
professional level, dealing with details of auditing procedure, 
preparation of tax returns, detection of weaknesses in internal-
information systems, analysis of CPA examination questions, 
and news and comment of interest to the young. 
Accounting societies at some universities produce modest 
periodicals for their own members, but editorial resources are 
limited and the difficulty of obtaining satisfactory articles is 
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great. If the literary talents of accounting students and junior 
staff assistants throughout the country could be channeled into 
one national magazine, it might have a significant impact. For 
one thing it would encourage young accountants to write—a 
habit which would be of great value to the individual concerned 
and to the profession as a whole. 
The Problem of Creation 
Accountants generally do not like to write and with some 
notable exceptions are not very good at it. But there are rich 
lodes of knowledge and experience which have not yet been 
mined. How to get it up to the surface, where all concerned 
can benefit from it, is a problem of basic importance. 
There is not too much incentive to write. Teachers, of course, 
get credits toward promotion and higher salaries by "being 
published." But practitioners, who have much to tell which 
others would like to hear, derive only indirect and intangible 
benefits from the painful process of putting on paper what they 
know and think. CPAs are busy; they feel more at home with 
figures than with words; the preparation of an article is a 
chore which must be done on weekends or evenings. 
There are only a few accounting periodicals which have suf-
ficient prestige or wide enough circulation to confer appreci-
able glory on authors whose work they accept. Yet occasional 
brilliant papers are published in state society magazines or firm 
publications, where they attract far less attention than they 
deserve. 
Most existing accounting journals try, unsuccessfully, to cover 
the waterfront. They all talk about the same things. With the 
exception of the new Management Services and the Journal of 
Accounting Research, none has a specific orientation—in the 
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sense of limiting its scope to the needs of a particular audience. 
The paucity of written material impels editors to print what-
ever is publishable, regardless of subject matter or level of 
sophistication. 
The profession might be better off with more periodical 
publications designed to accomplish specific purposes, though 
each might have limited circulation. Instead of diffusing the 
limited literary talents of CPAs among a score or more of state 
society and firm publications, in which occasional gems do not 
get the visibility they deserve, it might be better to pool the 
resources of societies, firms and universities in publications of 
superior quality aimed at specific audiences. 
The forces of competition would induce each magazine to 
develop its own individuality—to attract a special audience. 
One might win a reputation for covering international account-
ing (which no publication in this country is now doing); one 
might be directed to students and junior staff assistants; an-
other might emphasize the mathematical aspects of accounting; 
still another the relationship of accounting and economics, and 
so on. 
The very existence of numerous journals of high quality, in 
which publication would be an honor, would stimulate thought-
ful accountants to write for them. Moreover, such magazines 
could attract able editors, who in turn would dig for the valu-
able but hitherto unexploited intellectual ore. They might also 
attract articles by scholars from other disciplines. 
The interests of CPAs overlap to a great extent, as the circu-
lation of The Journal of Accountancy proves. At various levels 
of sophistication, and in various areas of specialization, the ac-
countants of the United States could produce and support bet-
ter technical and professional literature than they are now get-
ting. The foreign market for American accounting publications 
is also expanding. 
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Books 
Important as they are, periodical publications alone cannot 
constitute an adequate professional literature. Only in books, 
manuals and monographs can technical subjects be treated in 
sufficient depth, or in broad enough scope, to have lasting value 
as reference sources for practitioners, teachers or researchers. 
For many years almost all books on accounting were written 
by teachers; most of them were textbooks. Recently there has 
been an encouraging tendency for practitioners to write books 
on specialized technical subjects. The Institute has produced 
books on practice management, management services, legal re-
sponsibilities, ethics and similar subjects. But many more books 
are needed. Perhaps authors should be subsidized to write them. 
A suggestion which deserves consideration is the listing by 
appropriate authority of books which should be in the library 
of every CPA firm or practitioner—a sort of basic "five-foot 
bookshelf" as the foundation of every professional accounting 
library. 
The Problem of Retrieval 
Proliferation of accounting publications has already created 
a demand for some device by which a practitioner or researcher 
can find what has been published on any particular subject. This 
demand will grow as more and more accounting publications 
appear, not only in the United States, but abroad. 
The Accountants' Index, compiled by the Institute's library 
staff, and published biennially, has gone a long way to meet this 
need. It includes all books and articles on accounting and re-
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lated subjects published in English during each two-year period. 
The Index, however, includes no summary of the content of 
what it lists—title, author and source alone are given. Nor does 
the Index attempt to indicate the relative quality of what is 
listed—there is no evaluation. 
Presently a commercial publisher is considering publication 
of a loose-leaf, cumulative index, summarizing current articles 
and books on accounting subjects. The Institute has encouraged 
this venture, in the belief that it would be useful to the pro-
fession. 
Scientists use computers as a central filing system through 
which scientific information can be retrieved quickly. Each re-
search paper is coded in enough categories so that students 
of any phase of the subject with which the paper deals can find 
the relevant passages without difficulty. It has been said, how-
ever, that in this type of system the coding patterns inevitably 
must be to some extent arbitrary—they cannot be infinite in 
number. Information which does not fit neatly into the precon-
ceived coding pattern will not become visible. Researchers who 
wish their work to be visible are, therefore, influenced to write 
what will fit the categories of the central information system. 
Consequently, the retrieval system determines to some extent 
the areas in which research is conducted, which is the reverse of 
what was originally intended—to keep better track of the 
fruits of uninhibited research. 
How serious this objection is may be difficult to determine. 
In any event, until some better approach is found it seems 
likely that this is the way in which information retrieval will 
have to be organized, if control is to be maintained over the 
rapidly expanding mass of published material in any field of 
knowledge. 
Some means must be developed soon to make more readily 
available the writings on accounting that are of permanent 
value. Title and author are not enough to know—some evalua-
498 
tion process is needed. Indexing must break down subject mat-
ter into many more subdivisions than at present. As the volume 
of accounting literature increases—probably in geometrical 
progression—the problem of winnowing out what is of lasting 
value, and then being able to find it when it is needed, be-
comes of major importance. 
Conclusion 
A review of existing publications and a consideration of un-
filled needs should be included as part of the process of plan-
ning for the profession's development in the next ten or twenty 
years. 
There is need for a wider variety of publications than exists 
at present—covering current news and thought in all areas of 
theory and practice, as well as discussion of professional prob-
lems, research studies, and actual case materials. 
Many subjects should be dealt with at different levels of 
sophistication. The trend toward specialization will require dis-
cussion of many technical problems in great depth. Each pub-
lication should be oriented to a particular audience, and ar-
rangements should be made to avoid duplication as much as 
possible among all the recognized publications in the field. 
The creation of a larger and better literature will be a major 
step in the identification of accounting as a learned profession. 
But it will also require the development of a modern informa-
tion-retrieval system. 
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CHAPTER 2 3 
Professional Societies 
T h i s book is intended as a planning document. How 
will the process of planning be conducted and how will the 
plans be executed? 
If what has already been said is valid, even in part, it seems 
clear that the CPA profession faces big problems in adapting 
itself to the changing environment and in preparing to take 
full advantage of its opportunities. 
Each CPA and CPA firm will have to make individual ad-
justments. Without organized and cooperative action, however, 
the broader problems can never be solved for the profession as 
a whole. The only machinery through which such action can 
be taken must be provided by the professional societies—the 
state societies and the Institute. 
It is necessary, therefore, to decide whether the present ma-
chinery provided by the state societies and the Institute is 
adequate to do the job that needs to be done in the next ten or 
twenty years. 
The structure and administrative processes of the professional 
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societies were developed many years ago, when the accounting 
profession was much smaller and when its problems were much 
simpler. They should be thoroughly reviewed now, in the light 
of such questions as these: 
Does the system have a built-in bias against change in the 
status quo? 
Does experimentation with new ideas, or new ways of doing 
things, become increasingly difficult? 
Is there diffusion of authority and responsibility which dis-
courages initiative? 
Is the sense of urgency, the sense of mission, which character-
ized the professional accounting societies twenty-five years ago, 
when they were struggling for recognition and stability, now 
on the wane? 
Is it becoming increasingly difficult for the professional so-
cieties to move purposefully toward clear objectives—to make 
up their collective minds what they want to do and then go 
ahead and do it? 
Organizations, like individuals, have personalities and charac-
teristics. 
"The new organization is loose in procedure, unclear in or-
ganizational lines, variable in policies. It is willing to experi-
ment with a variety of ways to solve its problems. It is not bound 
by the weight of tradition. It rushes in where angels fear to 
tread. As it matures, it develops settled ways of doing things and 
becomes more orderly, more efficient, more systematic. But it 
also becomes less flexible, less innovative, less willing to look 
freshly at each day's experience. Its increasingly fixed routines 
are congealed in an elaborate body of written rules. In the 
final stage of organizational senility there is a rule or precedent 
for everything... . 
"In any organization many of the established ways of doing 
things are held in place not by logic nor even by habit but by 
the force of one powerful consideration: changing them would 
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jeopardize the rights, privileges or advantages of specific 
individuals.... As individuals develop vested interests, the or-
ganization itself rigidifies. And a democratic form of organiza-
tion is by no means immune to this consequence. Indeed, the 
more democratic it is the more vividly the vested interests of 
its members will be reflected in the policy of the organization. 
Thus a stagnant democratic organization may be particularly 
resistant to change. . . . 
"It is not enough for a society to recognize the need for re-
newal. It must have the institutional arrangements that make 
orderly change a possibility."125 
The professional accounting societies are a long way from 
organizational senility. No one would accuse them of stagnation. 
But the question is worthy of consideration whether their insti-
tutional arrangements are well conceived to facilitate the rapid 
and orderly changes which seem necessary to meet the chal-
lenges of the future. 
The Institute 
The professional accounting societies compare favorably with 
other similar groups both in the United States and other coun-
tries. 
Studies of other national organizations, similar in size and 
nature to the American Institute of Certified Public Account-
ants, reveal no patterns of organization or administration which 
are clearly superior to those of the Institute. There may be 
specific features of several different organizations which might 
be worthy of imitation, but overall the Institute seems to be 
at least as effective as any similar organization, and more so 
than most. This, however, may not be saying much: few 
organizations of this type are models of efficiency. 
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While there is no immediate danger, the possibility must al-
ways be borne in mind that if the Institute does not satisfy the 
needs of various elements in the profession they might split off 
from the main body, and in their own self-interest proceed to 
do what they believe needs to be done to assure their own sur-
vival. This has happened before and it could happen again. 
But with foresight and intelligent planning there is no reason 
why the Institute cannot continue to modify its policies and 
its organizational structure so as to meet the needs of all its 
members. 
One may say, with Alexander Pope, "For forms of govern-
ment let fools contest; whate'er is best administer'd is best." 
Yet modern organization theory suggests that some forms of 
government are better than others for getting best results at 
least cost. 
Politics vs. Efficiency 
Politics appear in all human organizations. The natural de-
sires for participation, recognition, and influence—even an un-
selfish wish to serve—drive many people to seek a place in the 
organizational sun. 
The more democratic the form of organization, the more the 
achievement of its objectives depends on the goodwill and sup-
port of other people. Accordingly, a certain amount of ego-
massaging is inevitable in the conduct of any organization. 
Representation of states, and of firms of various sizes, must 
be considered in appointing committees. Failure to consult 
various committees which have some relation to a given prob-
lem before a policy decision is made can arouse resentment. 
Influential individuals may volunteer their advice on pending 
issues, which can then be ignored only at peril of their dis-
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pleasure. Practically everyone wants to get in the act. The 
danger is that the curtain may never go up. If the processes of 
simply keeping people happy absorb too much of the thought 
and energy of any group, its ability to fulfill its mission may 
decline. 
Most professional and trade associations in the United States 
are subconsciously modeled in part on the nation's govern-
mental structure. 
Democratic government is notoriously and purposely inef-
ficient. It has the power to tax, the power to imprison, the 
power of life and death over the citizens. Citizens rightly refuse 
to put such lethal powers in the hands of any individual or any 
small group. Checks and balances are vitally necessary. Dif-
fusion of responsibility, confusion, inefficiency, and the expendi-
ture of large sums of money merely to keep the checks and 
balances working effectively are a small price to pay for liberty. 
However, the same reasoning does not necessarily apply to a 
voluntary professional organization. It has no power over its 
members except the power to terminate their membership. Its 
power to tax is nonexistent, since the members may resign if 
they decide they are not getting their money's worth. 
The essential objective of a professional association is to 
provide services which the members need or desire. It should not 
require an inordinately complex organization to permit the 
members to voice their needs and desires, to formulate broad 
policies, and then to authorize competent people to carry out 
their wishes. 
So long as they can reject or reverse decisions which affect 
their professional practices, and so long as they can "throw 
the rascals out" if they do not like the way their leaders are 
performing, the members can safely delegate authority to do 
what they want done. 
Such is human nature, however, that, having elected their 
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leaders and having assigned them heavy responsibilities, the con-
stituents then cannot resist the urge to participate in the leaders' 
day-to-day decisions. Objectives are often lost sight of in differ-
ences about procedures. The leaders may hesitate to take any 
step which might arouse the wrath of a substantial group of the 
constituency. But to attempt to consult the constituency on every 
issue is to abdicate responsibility. Government by public-opin-
ion poll can only result in indecisive, inconsistent, and incon-
clusive actions. 
This price may not be too high to pay for political liberty; 
but it seems unnecessarily costly in a nonprofit professional so-
ciety, which has neither political nor economic power over its 
members. 
In short, the members will get the most out of their profes-
sional organizations if they will entrust selected groups to do 
what is necessary to achieve the results which the membership 
desires. Democratic principles are adequately observed if (a) 
any action genuinely repugnant to the mass of the membership 
can be vetoed or rescinded, and (b) if the groups charged with 
execution of policies can be fired for unsatisfactory performance. 
Subject to these safeguards, however, the membership will 
best serve its own self-interest by encouraging vigorous, ener-
getic and visionary individuals to serve as officers and com-
mittee members, and to let them try things and do things—even 
at the risk of some mistakes. The contrary attitude—to make 
them check back, consult, obtain approval from several succes-
sive layers of authority before any new project can be started 
or any important decision made—will sap enthusiasm and slow 
down the wheels of progress. 
"If all innovations must pass before one central decision 
point, they have just one chance to survive and a slim one at 
that. In an organization with many points of initiative and 
decision, an innovation stands a better chance of survival; it 
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may be rejected by nine out of ten decision-makers and ac-
cepted by the tenth. If it then proves its worth, the nine may 
adopt it later." (Emphasis supplied)126 
Decision - Making 
In many respects the Institute, and other organizations like 
it, have even less power of decision and action than the Federal 
Government. The President of the United States is elected for 
four years. While he may be thwarted by Congress and the 
Supreme Court, he does have, within the limits of the Consti-
tution and the laws of the land, power to decide and act on a 
great many things. In the Institute and many similar organiza-
tions no official is elected for more than one year, and even 
during that brief span he has no authority to decide anything 
of importance. 
The Institute's president is a volunteer, elected for one year, 
who serves without compensation, often at great sacrifice to 
himself, his firm and his family. He is not empowered to make 
decisions involving policy considerations. 
All decisions of any consequence must be made initially by 
committees. Decisions involving changes in policy or the intro-
duction of new policies must be approved first by the executive 
committee, which is an arm of the Council, elected by the 
Council from the membership of the Council. Any matter of 
more than ordinary importance, and particularly any matter 
which may be controversial, is then usually referred to the Coun-
cil itself. 
With a few exceptions, members of committees, the executive 
committee and the Council serve for periods of three years. 
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The Council now consists of over two hundred members. 
When the by-laws were written it consisted of thirty-five mem-
bers. 
The Council is designated in the by-laws as the governing 
body of the Institute. It has control and management of all the 
property of the Institute, control of the staff personnel, control 
of the annual budgets. All committees report to the Council 
and it may reject any or all of their recommendations, or limit 
or curtail their authority. 
The Council meets only three times a year. It is in session a 
total of about twenty-four hours annually. It is obviously im-
possible for a body of this size, especially in sessions of such 
short duration, to act as an administrative body. Consequently, 
the Council necessarily delegates much of its authority to the 
executive committee. A new executive committee is elected each 
year, though some of its members may be re-elected. Since 
members of the Council hold their posts for only three years, 
members of the executive committee normally serve for no 
more than three years, and often less. 
The Council has wisely delegated authority to senior com-
mittees to issue pronouncements in the areas of accounting prin-
ciples, auditing procedure, ethics and taxation, and has em-
powered other committees and boards to administer certain 
projects with a considerable measure of independence. Without 
this delegation of authority, the national organization would 
now be virtually incapable of action in the areas of principal 
concern to its membership. 
The rapid turnover of personnel in the decision-making 
groups has the advantages of bringing large numbers of mem-
bers into the Institute's government and providing a continually 
fresh viewpoint. It has the disadvantage of losing background, 
seasoned judgment and a sense of continuity of purpose almost 
as soon as these useful qualities have been acquired. 
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The decision-making process normally involves a great many 
people. Any proposal for change or innovation is likely to be 
controversial. It will be referred to an appropriate committee 
for consideration. The staff may be asked to study the matter 
and report to the committee. If the proposal survives this first 
test, it will go to the executive committee. The president and 
the executive director will express their opinions. If the execu-
tive committee approves the proposal, it will make a recom-
mendation to Council. 
Efforts will be made to inform the two hundred-odd mem-
bers of Council, in writing, of the reasons for the proposal. Since 
it is controversial, there will inevitably be opposition. After de-
bate there is likely to be postponement of decision to the next 
meeting, while Council members digest the arguments and con-
sult their constituents. Ultimate decision may not be reached 
until several years after the proposal was initiated. In the end, 
the decision may be negative, even if the proposal was strongly 
supported by those who studied it most thoroughly, since Coun-
cil members have found no enthusiasm for change among the 
members in their states. The possibility of criticism is a deter-
rent. Even the original proponents may have run out of gas by 
this time—indeed, they may no longer even be present! 
It would be virtually impossible to pin responsibility for fail-
ure to take action on any single individual or group of indi-
viduals. Inaction is always easier, and often safer, than action. 
Yet inaction may in the long run have more serious conse-
quences for the whole profession than an action which may be 
immediately unpopular, but which the leaders, after careful 
study, are convinced will be salutary. 
There have been many suggestions for improving the deci-
sion-making processes, but they have not yet been studied or dis-
cussed sufficiently to justify a conclusion that any of them is 
superior to the present system. 
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The Executive Office 
The executive director, whom the by-laws describe as "an 
executive officer," is the only officer who spends full time on 
Institute affairs. 
His position, however, is somewhat ambiguous. The by-laws 
state that "he shall have the privilege of the floor at meetings 
of the Institute, the Council, and the executive committee." 
This has been interpreted by the executive committee to mean 
that he has a responsibility to advise on policy questions. A con-
scientious occupant of the office, therefore, will feel remiss in 
his duty if he sits silently while what he believes to be a wrong 
decision seems about to be made. 
On the other hand, whenever he speaks on a controversial 
question he antagonizes those who disagree with what he says. 
In the conduct of his administrative and coordinating functions, 
it is desirable that he have the full confidence of the member-
ship as a whole in his impartiality. He should never give cause 
for suspicion that he takes sides with any particular group or 
that he is unduly influenced by any individual members, no mat-
ter how powerful. He should be "above the battle," dedicated 
to the welfare of the profession as a whole—not any particular 
segment of it. If he participates too frequently or too prom-
inently in debates on important policy questions, he invites ir-
ritation and resentment. His motives may be questioned. He 
may gradually lose the goodwill and confidence of important 
elements within the profession. 
A simple solution would be to reconstitute the office as a 
purely administrative one—that of secretary, as it originally 
was, rather than that of an executive officer—relieving the oc-
cupant of any responsibility for advice or recommendations and 
requiring him only to carry out the instructions of the Council 
and executive committee. Indeed, there are signs that this is 
what many members now believe the office is, or ought to be. 
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But so long as the president is a practicing CPA, with heavy 
personal responsibilities, holding office for only one year, it is 
almost inevitable that the full-time chief of the headquarters 
staff, whatever his title or the description of his duties, will be 
forced to participate in policy formation and decision-making. 
His advice and that of the staff which he heads will be sought 
by presidents, committee chairmen and others. If the staff de-
clines to give advice, all sense of direction, continuity of pro-
grams and recollection of existing policy are likely to be lost. 
The purely administrative functions of a nonprofit profes-
sional society are not particularly challenging, nor do they re-
quire abilities of a high order. If the full-time staff officer has 
no opportunity to make creative contributions to solution of 
important problems, the position is unlikely to attract anyone 
who has creative capacities. The occupant of the office then 
would find it difficult to recruit and retain staff members at a 
level higher than that of administrative assistants. 
As the time approaches for the selection of a new executive 
director, and as the profession simultaneously emerges into a new 
era of opportunity infinitely greater than that of the past, the 
members of the Institute should carefully consider these propo-
sitions : 
An organization of the magnitude and complexity of the 
Institute cannot be managed by committees composed of volun-
teers whose primary responsibilities lie elsewhere and whose 
terms of service are short. Responsibility would be diffused. No 
one would know "where the buck stops." The organization re-
quires a full-time manager. Under the present structure the 
only available manager is the executive director. If he is to man-
age effectively he must have authority commensurate with his 
responsibility. He should be required to express his views on all 
policy questions on which he feels competent to form an opin-
ion. He should never decide a policy question—that is the func-
tion of the governing body and the committees. But he should 
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be expected to exercise his powers of persuasion to the fullest 
possible extent—not behind the scenes, but on the record in the 
meetings where decisions are to be made. In discharging the 
responsibilities assigned to them he and his staff should have 
reasonable freedom to proceed as they think best within the 
limitations of the budget, reporting periodically to the executive 
committee and the Council. He should be judged by results, 
not by personal popularity. This presumes more systematic 
arrangements than now exist for periodic appraisal of his per-
formance. 
Since there will be strong differences of opinion on these 
propositions, no time should be lost in a re-examination by the 
appropriate authorities in the Institute of the responsibilities 
and scope of authority of the executive director. The views of 
the members should be invited. Finally, the Council should 
adopt a clear statement of what is expected of its executive 
officer. State societies would be well advised to do the same 
thing for their full-time executives. 
Decentralization 
The profession's objective presumably is to spend the mini-
mum amount of its time and money on the internal affairs of 
its professional organizations, and the maximum amounts on 
the production of services useful to the members and the pro-
fession as a whole. 
One way to move in that direction without sacrificing demo-
cratic controls would be to decentralize decision-making through 
more specific delegations of authority and responsibility. The 
results could always be subject to appraisal and disapproval, 
but those who were given a job to do would be encouraged to 
produce results without fear of having exceeded their authority. 
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This might, of course, give rise to some false starts and con-
sequent backtracking. But as John Gardner says, "Creative 
organizations or societies are rarely tidy. Some tolerance for 
inconsistencies, for profusion of purposes and strategies, and for 
conflict is the price of freedom and vitality."127 
More precise definition of objectives would make it possible 
to separate policy-making from execution. This in turn would 
permit delegation of authority and responsibility within clearly 
defined limits. Accountability would be sharpened. 
If the Council decided what end-results it desired to ac-
complish in any area of concern—education, recruiting, re-
search, public relations or whatnot—and how much money 
should be appropriated to move toward that objective, it should 
then authorize some small group to do whatever was necessary 
to accomplish the desired results. The small group should re-
port periodically what progress it was making toward the de-
sired goal. If dissatisfied, the Council could replace the group, 
repudiate its findings, reduce its appropriation or terminate 
the project. If satisfied, the Council should permit the group to 
proceed without interference. In a word, Council should decide 
what the goals are, not how to reach them. 
The same process of delegation should be followed down the 
line—to executive committee, operating committees, executive 
director and staff. 
Planning 
A highly desirable addition to the present mechanism would 
be a permanent planning committee, whose duty it would be to 
recommend to the executive committee changes and innova-
tions in policies and programs indicated by the changing times. 
This committee, with appropriate staff assistance, should 
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keep in touch with current thinking in other disciplines and 
fields of activity which have a direct relation to accounting— 
management, economics, computer technology, government, 
law, banking, behavioral science and so on. By so doing, it would 
sense changes in the environment that might sooner or later 
have a significant impact on the accounting profession. 
Such a committee would be a kind of early warning system, 
feeding signals to the Institute's management which would 
facilitate sound strategic and tactical decisions. 
A thoroughgoing review of the Institute's planning, decision-
making and operating procedures should be made at periodic 
intervals. Perhaps professional consulting firms should be en-
gaged to bring an objective, expert viewpoint to this task. 
Institute and State Societies 
Many of the state societies suffer from defects in organiza-
tional structure and decision-making processes similar to those 
of the Institute. These defects on both sides complicate the 
relationship between the Institute and the state societies. 
Tension beween state and national organizations is inherent 
in all aspects of American life. It is a natural echo of the struggle 
for power between the state and Federal governments, which 
has been going on ever since the nation was founded. 
This tension can be useful, like all manifestations of energy, 
if channeled to constructive purposes. It can be harmful if, 
finding no creative outlet, it leads to misunderstanding, re-
crimination and obstructionism. 
The state societies and the Institute are independent auton-
omous bodies, having no legal relationship to each other. Their 
members are not required to be members of both. Yet it is ob-
viously desirable that they cooperate in pursuing the profes-
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sion's objectives, and avoid unnecessary duplication of effort and 
expense. 
An understanding of the present relationship between the two 
groups requires some historical background. 
The first organization of professional public accountants in 
the United States was the American Association of Public Ac-
countants, the direct predecessor of the American Institute of 
Certified Public Accountants. The Association was founded in 
1886-87, just about ten years before the passage of the first 
CPA law in New York, in the enactment of which the Asso-
ciation took an active interest. Following passage of the CPA 
law in New York, a number of state associations of public ac-
countants were formed to sponsor similar legislation in their 
own states. The state groups then formed a Federation of So-
cieties of Public Accountants in the United States of America. 
In 1905 the Association and the Federation merged. The 
Federation form of organization was retained. Members of the 
constituent state organizations automatically became members 
of the national. The state organizations sent their own repre-
sentatives to the national governing body. 
In 1916 the Association was reorganized as the American 
Institute of Accountants, which later changed its name to the 
American Institute of Certified Public Accountants. The reasons 
given for reorganizing the Institute were, mainly, that the 
federation form of organization did not permit the development 
of a strong national body, the establishment of common stan-
dards of qualification throughout the country, or the enforce-
ment of a uniform code of ethics. The old Association was said 
to be little more than a debating society for the state delegates, 
with little power of its own. 
The reorganized Institute, divorced from the state societies, 
set its own admission standards, developed its own examination 
and its own Code of Ethics, appointed its own committees, and 
went about doing its business in its own way. 
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But states' rights sentiment was strong. There was resentment 
at some of the Institute's attitudes and policies. In 1921, a rival 
organization was formed—the American Society of Certified 
Public Accountants. The Society was devoted to support of the 
CPA certificate as the recognized professional qualification—as 
contrasted with Institute membership. The Society was also 
dedicated to states' rights, and its structure and operating pro-
cedures more closely resembled those of a federation than those 
of a centrally administered national organization. 
For fifteen years, the Society and the Institute competed for 
support of the CPAs of the United States. They differed widely 
on basic policy questions; they took contrary positions on public 
issues. Much bitterness was engendered. Many CPAs said "a 
plague on both your houses," and refused to join either. Finally, 
in 1937, the two organizations merged on a compromise plat-
form, with an aggregate of 4,500 members. Eight years later 
the number of members had doubled. From that time forward 
growth and progress have been rapid. 
With the merger there was a great sense of relief and jubila-
tion. The profession was united again, and the maintenance of 
unity became a prime concern. No issue was regarded as im-
portant enough to risk another breach. 
A major objective was to bring into the Institute's member-
ship as large a proportion of the CPAs of the United States as 
possible—in order to improve communications, to strengthen 
standards, to increase the profession's influence with Congress 
and the public, and to pool resources to do the profession's 
work. Conciliation and cooperation were dominant motives. 
State society presidents were brought into the Institute's Coun-
cil. Later, state societies were invited to suggest members from 
their states for nomination as members of the Institute's Coun-
cil. Still later, the Council was enlarged so that each state 
would have a Council member for every five hundred members 
of the Institute. 
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A committee on coordination of state and national activities 
was formed, which resulted in the creation of a state-society 
service department in the Institute's staff. As one after another 
of the state societies grew large enough to employ their own 
executives, the Institute arranged meetings of these executives 
with its own staff. The Institute's staff assisted in the develop-
ment of regional conferences by groups of state societies. Kits, 
manuals, statistical data, and a newsletter were developed at 
Institute headquarters for the assistance of state societies. A 
speaker's bureau helped them in arranging meetings' programs. 
Institute officers and staff traveled the country, speaking at state 
society meetings, and enlarging on the theme of cooperation. 
The effort to unify the profession has been notably success-
ful. The Institute's membership has increased more than six 
times in the last twenty years, rising from 25 per cent of the 
total number of CPAs, at the time the American Society was 
formed, to almost 60 per cent of the total number today. An-
nual losses from resignations and nonpayment of dues average 
less than 2 per cent. Confidence and loyalty of the membership, 
by all available evidence, are strong. Yet problems remain. 
In its efforts to avoid competition with state societies at the 
local level the Institute has to a large extent cut itself off from 
direct communication with its own members except by mail. It 
has no chapters; it has no regional conferences of its own. The 
annual meeting is attended by only about 3 per cent of the 
membership. The Institute must rely heavily on state societies 
for personal access to members and for local implementation of 
national policies. There is much attrition in this process. 
State societies vary considerably in size, resources and ef-
fectiveness, and consequently in their ability to utilize the prod-
ucts or promote the projects of the Institute locally. Accordingly, 
the extent to which Institute members may derive benefit from 
its programs varies according to the effectiveness of their state 
societies as local distributors, so to speak. 
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Incidentally, nearly 14,000 Institute members who are non-
practicing certified public accountants—corporation or govern-
ment officials, teachers and others—for the most part partici-
pate very little in the affairs of the state societies. The Institute, 
therefore, cannot reach most of them through those channels. 
Of more than 12,000 CPA firms represented in the Institute, 
more than 8,000 have only one member. It is possible that only 
one other representative of each of these 8,000 firms is a mem-
ber of a state society. Under present arrangements, a firm can 
get all the benefits of the work of both state and national or-
ganizations by paying one member's dues to each. 
But even more regrettable than the lack of financial support 
is the lack of identification of large numbers of CPAs with both 
their state and national organizations. The CPAs who do not 
"belong" to one or the other are unlikely to attend its meetings, 
and they do not receive its publications personally and immedi-
ately. This impairs communication and must in the end have an 
adverse effect on professional standards and morale. 
With all these conditions in mind, it has often been suggested 
that the state societies be merged with the Institute. But there 
are many cogent objections to this course. 
If the Institute became a federation of state societies it would 
lose the ability to plan and act effectively at the national level. 
Authorities agree that the federation form of organization re-
sults in a weak national organization. 
On the other hand, if the state societies became chapters of 
the Institute they might lose initiative and enthusiasm. A 
monolithic professional structure might run counter to the 
objective of encouraging experimentation, new ideas and de-
centralization of decision-making. 
In 1963 a proposal was submitted to the Institute's members 
to provide for voluntary agreements under which the Institute 
would not admit a new member unless he joined a state so-
ciety, and a state society would not admit a new member unless 
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he also joined the Institute. However, this proposal failed to 
obtain the necessary two-thirds majority vote to pass—probably 
because of fear that it might lead to Institute domination of 
the state societies. 
Continued voluntary cooperation is clearly the only practic-
able course of action for the immediate future. This has been 
the objective for the past twenty-seven years, and much progress 
has been made. The flow of information between the Institute 
and state societies is immeasurably better than it was. State so-
cieties generally have a far better understanding of what the 
Institute is trying to accomplish, and far better channels through 
which they can express their views on national policy. Dupli-
cation of effort and overlapping of activities has been sub-
stantially reduced. In specific areas, notably professional de-
velopment, most of the state societies and the Institute are 
working together with a high degree of efficiency. 
There is doubtless room for improvement. Some duplication 
of effort continues to exist. There is also what might be termed 
"passive competition" for members, in that some CPAs will 
join either a state society or the Institute, but not both, and both 
organizations must develop the strongest appeals possible to 
potential members. 
These weaknesses in the present structure, however, are more 
than offset by the fact that it encourages experimentation and 
initiative. Pluralism is characteristic of the United States and 
of the free-enterprise economic system which it supports. If all 
proposals had to go through multiple levels of authority, and all 
ideas were funneled through one central outlet, the creative 
energies of 60,000 professional certified public accountants 
could not be released to the fullest extent. Decentralization of 
discussion, debate and group activity is all to the good. 
To the extent possible in the voluntary environment, however, 
inefficiency and unnecessary expense should be minimized by 
planning and coordinating the work of the Institute and the 
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state societies more precisely than has been done so far. Spe-
cific delineation of responsibilities, agreement on priority ob-
jectives and improved communications would do much to 
facilitate united effort. 
Continuous study of the relationship between the Institute 
and the state societies is essential. The search for better ways 
of coordinating their activities should never cease. The future 
welfare of their mutual members requires the most effective 
and the most economical arrangements that can be devised. 
In this effort it should be borne in mind that all state societies 
are not alike. The needs and attitudes of members in different 
parts of the country may differ to a marked degree. The size 
and resources of the state societies vary widely. No uniform pat-
tern of coordination and cooperation is likely to be successful. 
Plans must be tailor-made to the needs of the participants. 
Committees and Staffs 
When a voluntary organization is first created its affairs must 
be managed by the members. They elect officers, who in turn 
appoint committees to take care of the essential functions—all 
serving without compensation. As the organization gets larger 
and it takes on more activities, its management becomes too 
much for volunteers who have their own business to attend to. 
At some point the members decide that they would rather 
contribute money than more of their own time and energy. They 
decide to employ staff assistance. 
The first staff assistant is likely to be at a quasi-clerical level 
—somebody to relieve the volunteer president and secretary of 
the necessity of making arrangements for meetings, writing the 
minutes, billing the members for dues, and keeping the records 
in proper shape. 
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In a professional or business organization, whose activities 
have economic implications for the membership, it soon is found 
that this type of staff assistant is not enough. More full-time 
employees are needed to help do the work of the expanding 
organization. As the need for overall management emerges, 
an executive secretary is engaged to run the staff organization, 
and to assist the volunteer president in the discharge of his re-
sponsibilities. 
If the organization continues to grow a need arises for full-
time specialists to carry on such activities as research, public 
relations and the editing of publications. Neither volunteer 
members nor the administrative staff have the special skills 
required to do these jobs adequately. 
As the volume of work increases and the variety of projects 
grows, the staff gets bigger. Today the Institute has about 185 
full-time employees. The American Bankers Association has 
about 270; the American Bar Association 120; the American 
Dental Association 200; the American Medical Association 700; 
the American Management Association 400. 
The modern trend is to delegate to full-time staffs as much 
of the work of the organization as they are capable of perform-
ing. This permits volunteer officers and committee men to devote 
what time they have available to the consideration of policy 
questions, decision-making, representation of the organization 
in public, clarification of objectives, determination of programs 
to be followed by the staff, appraisal of staff performance and 
control of finances. 
There persists in the minds of many members of such or-
ganizations, however, an assumption that the staff function is 
still of a quasi-clerical nature—that staff members are supposed 
only to assist officers and committees, who are presumed to do 
the real work of the organization. This attitude leads to some 
confusion and to less than perfect efficiency. 
Committees are essential in policy formation. They must 
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make the decisions as to what should be done, and in broad 
terms, how to do it. But they are not highly effective in actually 
doing it. Two heads are better than one in thinking a problem 
through. But one competent man with clear directions is better 
than eleven or twenty-one in getting a specific piece of work 
accomplished. 
Committees should plan, direct, appraise, criticize. But it is 
far more economical to employ specialists to do research, writ-
ing, editing, interviewing and arranging than to consume the 
valuable time of groups of busy volunteers in activities of this 
sort. 
Committees and staff are both necessary. Committees with-
out staff would make only halting progress. Staff without com-
mittees would be largely ineffective in technical and profes-
sional areas. But the greatest efficiency can be obtained by 
clearly describing the responsibilities and authority of both 
committees and staff, by appraising their performance in ac-
cordance with their directives, and by discharging them if the 
performance is unsatisfactory. 
Since committees of professional associations can meet only 
infrequently, they cannot administer day-to-day operations. 
Control of the staff, therefore, must be vested in the full-time 
executive. If each committee had power to hire and fire the 
staff assistant assigned to it, or to fix his compensation, it would 
be impossible to enforce office rules, to follow a rational plan 
of salary administration or to prevent fragmentation of staff 
interests and loyalties. 
On the other hand, the staff executive cannot and should 
not have any authority over the volunteers who serve on com-
mittees without compensation. Only the president or the gov-
erning body can tell the committees what to do. 
At the same time, it is not desirable for a staff to operate 
wholly independently without some supervision by members of 
the organization. 
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The American Management Association, whose specialty, 
naturally, is management, has worked out an ingenious system 
for its own organization which makes provision for these some-
what complex relationships. 
The board of directors, composed of volunteer members of 
the association, controls the affairs, funds and property of the 
organization. The board appoints and may discharge the full-
time executive officer, who incidentally in this case has the 
title of president. It is his responsibility to maintain an adequate 
staff, to assign them, to control them and to fix their compen-
sation. 
In each project area, however, there is a committee. The 
committee assists in the programming of activities and in the 
delineation of objectives. It observes the work of the staff in the 
area of its concern. But if the committee does not like what is 
going on, it cannot command the staff or put pressure on the 
executive officer to change things. It reports to the board of 
directors, which in turn, if it pleases, can instruct the executive 
officer to straighten out whatever needs correction at the staff 
level. This arrangement makes clear divisions of responsibility 
and authority. Everyone concerned has only one boss. Everyone 
is free to do his work within prescribed limits and knows that 
he will be judged by results. 
In the state societies and the Institute it is obviously neces-
sary that committees make policy and set professional standards. 
Representative cross-sections of members of the profession must 
participate in the development of accounting principles, audit-
ing standards, rules of ethics and the like. Competent staff, how-
ever, can conduct research and interviews, and draft recom-
mendations for the consideration of the committees. Normally it 
is neither necessary nor desirable for committees to attempt to 
draft statements while in session. They should instruct the staff 
as to the objective agreed upon, considerations to be taken into 
account, and the time deadlines to be observed. Then all that 
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would remain would be to accept, reject or modify drafts sub-
mitted by the staff. The committee should do its arguing about 
what conclusions it wishes to reach before the staff work is 
undertaken, not afterward. 
It is sometimes contended that committees must go through 
the painful processes of drafting before they can determine the 
validity of suggested solutions to a problem. There is also a fear 
that the staff, in drafting a statement, may inject personal bias 
into the presentation. Perhaps the procedure must depend on 
the relative importance of the project. 
In many areas endless hours of committee meetings and a 
substantial amount of committee expense could be saved if 
even on nontechnical questions the committees did not feel 
obliged to get into details of the operation. 
This presupposes, of course, that the staff available is com-
petent. In a professional society it is not always easy to attract 
full-time staff members who have the technical qualifications 
to assist some committees. The Institute has so far been fortu-
nate in this respect, but as the demand for competent account-
ants increases problems may arise. 
Younger members of the profession might be encouraged to 
serve an internship as professional society staff members in the 
technical areas, much as young lawyers serve in government for 
a period of time. The experience would be useful to the indi-
vidual and he would make a contribution to the profession at 
the same time. 
Opposed to the general tendency toward greater reliance on 
paid staff is a respectable body of opinion which holds to the 
view that only practicing certified public accountants can deal 
effectively with technical and professional problems. Those who 
feel this way think that members of committees should do their 
own research and their own drafting, and that staff help should 
be confined to service at a low level, generally in what might be 
called the housekeeping area. 
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Since what is expected of staff will govern to a large extent 
the quality of staff engaged, it is of fundamental importance 
that the staff role be explicitly defined by the governing body. 
Equally important is the definition of the role of the committees. 
They should have instructions as to how to proceed and what 
to accomplish, and they should be appraised by the governing 
body periodically, just as members of the staff are appraised by 
the executive. 
Financing 
Association activities are financed in many ways—in most 
cases principally through membership dues, although often to 
a large extent by sales of publications and services, special as-
sessments, voluntary contributions, income from endowments 
(the principal of which is frequently built up by gifts and be-
quests) and grants from foundations. 
The American Institute of Certified Public Accountants has 
utilized all these means of financing its activities. The publica-
tion program and the professional-development program are 
self-supporting. Some revenues are derived from other services. 
The accounting-research program is presently supported by 
voluntary contributions from members, but this is assumed to 
be a temporary device and the cost of this program may have 
to be absorbed in the regular budget within a few years. 
The dues of both Institute and state societies have tended to 
rise in recent years, partly because of expanded activities and 
partly because of the decline in purchasing power of the dol-
lar, reflected largely in higher payroll costs. Each increase in 
dues has been adopted reluctantly, for fear that it would keep 
some CPAs from joining their professional societies. Even with 
a graduated scale of dues, younger men may find their dues 
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something of a burden. Others whose incomes for one reason or 
another are lower than the average may have to think twice 
before committing themselves to a payment of $30, or $40, or 
$55 a year for the privilege of Institute membership, for ex-
ample. The objective of uniting the entire profession conflicts 
with the objective of financing its necessary activities if dues 
are the primary source of revenue. 
On the other hand, not many associations attempt to finance 
out of membership dues special projects of a costly nature, such 
as research, public-relations programs or educational activities. 
Much of the research work undertaken by the American Law 
Institute, for example, is financed by foundation grants. The 
American Medical Association and other organizations have 
raised large sums of money, apart from membership dues, for 
public-relations and legislative activities. 
One approach is to keep dues at the lowest possible figure 
which will support the headquarters establishment and the 
normal association activities, but to charge fees for special 
services or publications which any substantial segment of the 
membership desires. The Institute has moved in this direction. 
Many of its technical publications are now offered for sale to 
the membership; fees are charged for attendance at professional-
development courses; registration fees cover most of the costs 
of the annual meeting. 
It would be possible to carry this concept further. The account-
ing-research program, and perhaps other research activities, 
could be "spun off" into a foundation supported by CPA firms 
which desired this work to be done. Membership in the founda-
tion might be regarded as a distinction. It might have an an-
nual dinner which it would be a privilege to attend. Publications 
would be given free to the supporters of the foundation. Other 
members, or outsiders, would have to pay a substantial price 
for the publications. 
There may be something illogical in a dues structure which 
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assesses each individual member the same amount, regardless 
of the extent of his interest in some of the activities or the value 
which he feels he derives from them. There might be some 
merit in a minimum per capita charge simply for the privilege 
of belonging, while the various services would be supported by 
those who wanted them. 
There are many firms which would gladly contribute more 
money in order to accelerate the solution of the profession's 
problems. While a general dues increase might result in the 
loss of some members and the failure of some nonmembers to 
apply, a supplementary dues schedule applicable to firms as 
such, or a systematic pattern of voluntary contributions by firms 
to support specific projects, might be practicable. 
Honors and Awards 
One of the characteristics of professional organizations is a 
system of honors and awards for above-average achievement 
and service. 
Symbols of achievement hold up to younger members of a 
profession a goal to strive for. They dramatize the value of 
service to the public through high-quality professional per-
formance. They demonstrate the concern of the profession for 
self-improvement and better performance. 
The recipient of an award has usually made his mark in life, 
and therefore derives little additional renown from the honor— 
though it may bring a momentary satisfaction. But in honoring 
him for outstanding accomplishment the profession honors it-
self. 
The Institute gives medals and honorable mention to candi-
dates receiving high marks in the Uniform CPA Examination. 
Many state societies provide similar recognition. The Institute 
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also gives a gold medal for distinguished service to the profes-
sion. It also grants annual cash scholarships to students under 
the National Merit Scholarship and Junior Achievement pro-
grams. Again, some state societies make similar grants. 
But the system of honors and awards should be extended. 
Awards should be made for superior contributions to the pro-
fessional literature. It would be wise to provide some recognition 
of outstanding teachers of accounting. The achievements of 
CPAs in government and business should not be overlooked. 
Honor societies have been formed in some professions to 
identify members who have achieved distinction. A recent ex-
ample is the organization in 1964 of a National Academy of 
Engineering. 
It might not be inappropriate even to provide formal recog-
nition of individuals who had made significant contributions to 
the CPA profession through research in their own fields or 
otherwise—business executives, economists, statisticians, be-
havioral scientists, nonaccounting educators, bankers, lawyers, 
government officials and the like. 
A thorough study of this field of activity should be made with 
a view to an expanded program of honors and awards. 
Conclusion 
Organizational problems are not as exciting as the problems 
involved in the work of the profession itself and its relation to 
society as a whole. 
Yet it is only through organized effort that the professional 
problems can be solved. Solutions can be accelerated by many 
years and many thousands of dollars can be saved by efficient 
organization and administration. 
The state societies and the Institute are the only vehicles 
by which the CPA profession as a whole can get where it wants 
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to go. They deserve more attention and more support from more 
members of the profession than they are getting. 
To regard the professional societies as merely social or politi-
cal institutions—an outlet for people who "like that sort of 
thing"—would be a grave error. The societies make, or fail to 
make, the profession's standards and policies. They tell the 
public, or fail to tell, what the profession stands for. They in-
fluence, or fail to influence, the educational programs, the entry 
of desirable recruits, legislative actions, research activities, the 
adaptation of CPAs themselves to changing conditions. 
What these societies are not doing is less visible but no less 
important than what they are doing. They are probably doing 
far less than they should be doing to enable the profession to 
seize the opportunities of the coming decades. 
How to harness the unused talents of the thousands of gifted 
CPAs who are not now taking part in professional affairs? How 
to channel their energies to creative purposes? How to en-
courage original thinking, experimentation, innovation? How 
to make sound decisions and carry them out? How to set clear 
objectives and move steadily toward them? 
Answers to questions such as these can be found only through 
organization, communication and administration—undramatic 
as these activities in themselves may appear to be. 
Is it time for a re-examination in depth of the entire struc-
ture of the accounting profession? From time to time parts of 
it come under scrutiny—education, discipline, accounting prin-
ciples, auditing procedures, for example. But never has it been 
studied systematically as a whole. 
The Institute's committee on long-range objectives, after nine 
years of hard work, has provided the opportunity. Every prob-
lem, every weakness, every probable future need which the com-
mittee has been able to discover has been exposed. 
What will be done about it all remains to be seen. These are 
not decisions to be made by another committee. These are deci-
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sions to be made by the profession as a whole. It is to be hoped 
that every certified public accountant, every staff accountant, 
every teacher and every student of accounting will express his 
views on what should be done. For that matter, it would be 
good to have the views of clients, bankers, stockholders, analysts, 
government officials and others concerned. 
In any event, the preceding pages attempt to sketch a candid 
picture of a young and vigorous profession—a profession which 
has established an enviable record of achievement in the past, 
but which now faces an almost bewildering array of opportuni-
ties in the future. 
The ultimate shape of that future is in the hands of the 
readers. 
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EPILOGUE 
S C O R E S of problems which significantly affect the 
future of the CPA profession are outlined in the preceding 
pages. No doubt there are other equally important problems 
which have been overlooked. 
It has been said often that a problem can also be an oppor-
tunity. This is surely true of many of the problems identified in 
this book. 
What should be done about it all? 
It is too much to hope that each individual CPA, or each 
CPA firm, will read, mark, inwardly digest, and act upon each 
suggestion which appears between these covers. Hopefully, some 
firms will find some of the material directly useful in planning 
for the growth of their own practices. But for the most part the 
problems, or opportunities, require action by the organized 
profession—the professional societies. 
The responsibility of leadership falls squarely on the Institute. 
But in many areas action can be taken only through the state 
societies and their chapters. 
A systematic study of each problem-opportunity should be 
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undertaken immediately. The coordinating agency should be a 
small planning committee within the Institute. This committee 
should make a tabulation of questions to be considered, classi-
fied by categories. Priorities should be assigned—the most 
urgent questions to be considered first, and vice versa. 
Existing Institute committees concerned with parts of the 
subject matter should be asked to make preliminary studies 
of the problem-opportunities within their jurisdiction and sub-
mit them to the planning committee. New committees should 
be appointed to do the same thing in areas not now within the 
scope of existing committees. 
Meanwhile, all the questions to be considered should be the 
subject of discussion in seminars attended by leaders of the 
profession in every state. Verbatim transcripts of these discus-
sions should be forwarded to the planning committee. 
Meetings of state societies and chapters should also be de-
voted to these problems of the future, and the views of the 
members in attendance forwarded to the planning committee. 
When the views of all participants have been analyzed, the 
planning committee should recommend to the executive com-
mittee a program of action for the following five or ten years. 
The program should specify just what, if anything, should be 
done about each problem, who should do it, when it should be 
completed, and what budget allocations should be made for 
each project. 
With whatever modifications the executive committee might 
introduce, the program should be submitted to Council for ap-
proval, with authorization to proceed. 
Progress should be reported periodically until each project 
is completed. 
It has taken nine years for the long-range objectives com-
mittee to isolate and identify the problems outlined in this 
volume. It may take five more years for the planning committee 
to develop a program of action, and ten years after that to 
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carry it out. But who can doubt that the effort will be worth 
while? 
A profession should care deeply about itself. It has an im-
portant role to play in the life of the nation. The CPA profes-
sion, above all, should attack its problems systematically and 
efficiently—in accordance with the best traditions of auditing, 
planning, control and decision-making. 
The very effort to carry out a program of this kind will at-
tract the admiration of the outside world. No other profession 
has done anything quite like this before. There have been Flex-
ner reports, surveys of the legal profession, and fragmentary 
studies of other professions. But this effort, however imperfect, 
to identify environmental factors which will shape the pro-
fession's future, and then to examine every phase of its activities 
in the light of the projected environment, is believed to be 
unique. 
This book, therefore, is not the conclusion of anything. On 
the contrary, it offers only the opportunity to make a new 
beginning. 
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